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ABSTRACT 
The efficient market hypothesis (EMH) says that stock prices should fully 
reflect all available information. This proposition is one of the most controversial 
ideas in financial market research, and will continuously face challenges from 
various investors and researchers. A large number of studies were published with the 
aim to examine the market efficiency of developed equity markets. This paper, 
however, intend to test the efficiency of Shanghai Stock market in an effort to 
provide additional insight on such emerging equity market. 
In the paper, we tested the market efficiency of Shanghai Stock Market from 
different approaches, such as time serial correlation, seasonal fluctuation, technical 
analysis, return over short-horizon and long-horizon, B/M effect, firm size effect, 
and so forth. The results show that the Shanghai Stock market was becoming more 
and more efficient over time, but market anomalies do exist and with some unique 
Chinese Characteristics. Among the anomalies, New Year Effect was found to be the 
most prominent one. Some technical strategies may be used to earn abnormal return 
under particular situation. Research on short-horizon and long-horizon indicates 
some pattern of market overreactions. And analysis on B/M effect and firm size 
effect shows that B/M and firm size may have more explanation power of annual 
return than Beta (systematic risk of a firm). 
iv 
TABLE OF CONTENTS 
A B S T R A C T M 
TABLE OF CONTENTS iv 
LIST OF TABLES AND FIGURES vi 
Chapters 
I N T R O D U C T I O N 1 
D A T A A N D R E S E A R C H M E T H O D O L O G Y 6 
E F F I C I E N C Y T E S T S 12 
TIME SERIAL CORRELATION ANALYSIS 12 
SEASONAL FLUCTUATION 16 
General Index 's analysis and comparison 17 
Holiday Effect 20 
TEST OF PREDICTABILITY IN STOCK MARKET RETURNS 3 5 
Larger Stock in June effect. 37 
Passive Vs Active portfolio (with technical analysis) 39 
TECHNICAL ANALYSIS 4 0 
Filter Rules Approach Testing. 43 
RETURNS OVER SHORT AND LONG HORIZONS 4 9 
Holding Period Return over Short and Long Horizons 50 
Accumulative Abnormal Return over Short and Long Horizons 51 
MUTUAL FUND PERFORMANCE 5 2 
Mutual Fund vs. Index 55 
Relative Performance among Mutual Funds 54 
B / M , SIZE, AND P / E EFFECT 5 5 
Correlation among B/M, Assets, Market Value of A Share, P/E and Beta 56 
B/M and Annual Return 57 
P/E and Annual Return 59 
Assets and annual return 60 
Market Value of A Share and Annual Return 61 
Beta and Annual Return 63 
Multiple Regressions 64 
C O N C L U S I O N 6 6 
LIMITATION OF RESEARCH 6 6 
V 
SUMMARY 6 7 
A P P E N D I X 1 6 9 
A P P E N D I X 2 
A P P E N D I X 3 
A P P E N D I X 4 
A P P E N D I X 5 
B I B L I O G R A P H Y 
vi 
LIST OF TABLES AND FIGURES 
Tables 
TABLE 1 ： SERIAL CORRELATION COEFFICIENTS FOR 10 LARGE U . S . COMPANIES 13 
TABLE 2 : DAILY RATE OF RETURN OF INDEXES 
TABLE 3 : CHINESE N E W YEAR EFFECT 2 1 
TABLE 4 : WESTERN N E W YEAR EFFECT 2 4 
TABLE 5： WEEKDAY EFFECT (SHANGHAI INDEX) 2 7 
TABLE 6： WEEKDAY EFFECT ( A SHARE INDEX) 2 9 
TABLE 7： WEEKDAY EFFECT ( B SHARE INDEX) 
TABLE 8： MONTHLY EFFECT (SHANGHAI INDEX) 
TABLE 9 : MONTHLY EFFECT ( A SHARE INDEX) 
TABLE 10： MONTHLY EFFECT ( B SHARE INDEX) 
TABLE 11 ： SMALL STOCK OVER LARGER STOCK MONTHLY EFFECT 3 7 
TABLE 12： SHANGHAI INDEX (BY ADOPTING ACTIVE STRATEGY 1) 4 3 
TABLE 13： SHANGHAI INDEX (BY ADOPTING ACTIVE STRATEGY 2 ) 4 4 
TABLE 14: A SHARE INDEX (BY ADOPTING ACTIVE APPROACH 1) 4 6 
TABLE 15： A SHARE INDEX (BY ADOPTING ACTIVE STRATEGY 2 ) 4 6 
TABLE 16： B SHARE INDEX (BY ADOPTING ACTIVE APPROACH 1) 4 6 
TABLE 17： B SHARE INDEX (BY ADOPTING ACTIVE STRATEGY 2 ) 4 7 
TABLE 18: AVERAGE RESULT OF 3 0 RANDOMLY SELECTED A SHARES (BY ADOPTING ACTIVE APPROACH 
1 ) 4 8 
TABLE 19: AVERAGE RESULTS OF 3 0 RANDOMLY SELECTED A SHARES (BY ADOPTING ACTIVE STRATEGY 
2 ) 4 8 
TABLE 2 0 : PERFORMANCE OF MUTUAL FUNDS VS. INDEX 
TABLE 21： PERFORMANCE DISTRIBUTION OF MUTUAL FUNDS ( 9 8 - 9 9 ) 5 4 
TABLE 22： PERFORMANCE DISTRIBUTION OF MUTUAL FUNDS ( 9 9 - 0 0 ) 5 4 
TABLE 23： PERFORMANCE DISTRIBUTION OF MUTUAL FUNDS ( 0 0 - 0 1 ) 5 4 
TABLE 24： CORRELATION AMONG B / M , P / E , ASSETS, AND MARKET VALUE OF A SHARE 5 6 
TABLE 25： CORRELATION BETWEEN ANNUAL RETURN AND B / M , P / E , ASSETS, MARKET VALUE OF A 
SHARE AND BETA 5 6 
TABLE 26： REGRESSION STATISTICS OF B / M AND ANNUAL RETURN 
TABLE 27： A N O V A ANALYSIS OF P / E AND ANNUAL RETURN 
TABLE 28： REGRESSION STATISTICS OF P / E AND ANNUAL RETURN 6 0 
TABLE 2 9 : A N O V A ANALYSIS OF ASSETS AND ANNUAL RETURN 6 0 
TABLE 30： REGRESSION STATISTICS OF ASSETS AND ANNUAL RETURN 6 1 
TABLE 3 1 ： A N O V A ANALYSIS OF MARKET VALUE OF A SHARE AND ANNUAL RETURN 6 2 
TABLE 3 2 : REGRESSION STATISTICS OF MARKET VALUE OF A SHARE AND ANNUAL RETURN 6 2 
TABLE 33： A N O V A ANALYSIS OF BETA AND ANNUAL RETURN 6 3 
TABLE 34： REGRESSION STATISTICS OF BETA AND ANNUAL RETURN 6 3 
TABLE 35： REGRESSION STATISTICS OF MULTIPLE-REGRESSION 6 4 
vii 
Figures 
FIGURE 1 ： TIME SERIAL CORRELATION OF SHANGHAI STOCK INDEX WITH FIXED SAMPLE SIZE OF 1 0 0 . 1 5 
FIGURE 2 : TIME SERIAL CORRELATION OF INDEX WITH DIFFERENT SAMPLE SIZE 16 
FIGURE 3 ： ORDINARY DAILY R O R CHANGING EFFECT 
FIGURE 4 : CHINESE N E W YEAR EFFECT 2 2 
FIGURE 5： CHINESE N E W YEAR CHANGING EFFECT 2 3 
FIGURE 6： WESTERN N E W YEAR EFFECT 2 5 
FIGURE 7： WESTERN N E W YEAR CHANGING EFFECT 2 5 
FIGURE 8： WEEKDAY EFFECT OF SHANGHAI INDEX 2 7 
FIGURE 9 : WEEKDAY EFFECT OF A SHARE INDEX 2 9 
FIGURE 10： WEEKDAY EFFECT OF B SHARE INDEX 
FIGURE 11 ： MONTHLY EFFECT OF SHANGHAI INDEX 
FIGURE 12： MONTHLY EFFECT OF A SHARE INDEX 
FIGURE 13 ： MONTHLY EFFECT OF B SHARE INDEX 
FIGURE 14 ： LARGE STOCK IN JUNE EFFECT 3 7 
FIGURE 15 ： TECHNICAL ANALYSIS 
FIGURE 16： HOLDING PERIOD RETURN FROM LISTING 
FIGURE 17： ACCUMULATIVE ABNORMAL RETURN FROM LISTING 5 1 
FIGURE 18： MUTUAL FUNDS VS. INDEX 
FIGURE 19： B / M AND ANNUAL RETURN 
FIGURE 20： P / E AND ANNUAL RETURN 
FIGURE 2 1 ： ASSETS AND ANNUAL RETURN : 6 0 
FIGURE 22： MARKET VALUE OF A SHARE AND ANNUAL RETURN 6 2 




The literature on "INVESTMENT"^ gives us the most popular definition of 
the EMH (Efficient Market Hypothesis). According to this definition, there are 3 
forms of market efficiency. 
1. The weak form of the EMH asserts that all past market prices and data are 
fully reflected in asset prices. The implication is that technical analysis cannot be 
used to beat down the market. 
2. The semi-strong form of the EMH asserts that all publicly available 
information is fully reflected in asset prices. The implication is that neither technical 
nor fundamental analysis can be used to beat down the market. 
3. The strong form of the EMH asserts that all information - public and private 
- i s fully reflected in asset prices. The implication is that even insider information 
can not be used to beat down the market. 
It is easy to find out that the later tier of hypothesis is built on the previous tier 
of EMH; therefore, researchers generally start their market efficiency research from 
testing weak form efficiency hypothesis. From the literature review, we observed 
1 Bodie, Kane, and Marcus, 1999’ Investment. McGraw-Hill, 4th edition, pp331 
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that "Random Walk Testing" is one of the most popular means to test the weak form 
efficiency hypothesis. Although the concept of the random walk can be traced back 
to French mathematician Louis Bachelier (1900)，the EMH really starts with Nobel 
Laureate Paul Samuelson (1965). But it was Chicago finance professor Eugene Fama 
(1970) who coined the term EMH and made it operational with the foundational 
epithet that in efficient markets, 'prices fully reflect all available information'. 
Fama argued that in an active market of large numbers of well-informed and 
intelligent investors, stocks will be appropriately priced and reflect all available 
information. In these circumstances, no information or analysis can be expected to 
result in out-performance than an appropriate benchmark. However, if prices are bid 
immediately to fair levels, given all available information, it must be that they 
increase or decrease only in response to new information. New information, by 
definition, must be unpredictable; if it could be predicted, then the predication would 
be part of today's information. Thus stock prices that change in response to new 
(unpredictable) information must move capriciously. This is the essence of the 
argument that stock prices should follow a random walk, that is, the price changes 
should be random and unpredictable. 
Another professor, Burton Malkiel (1973) of Princeton, popularized the notion 
of the random walk implication. He suggested that throwing darts (or, more 
realistically，a towel) at the newspaper stock listings is as good a way as any 
alternative approaches to pick stocks and is likely to beat most professional 
investment managers. Malkiel does suggest in the later part of his work how those 
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who insist on trying to beat the market might attempt to do so，but he indicates that 
they are unlikely to be successful. 
M.J.Seiler and W. Rom, (1997) applied the Box-Jenkins ARIMA model to 
analysis the market efficiency of the NYSE from 1985 to 1962. Their results 
generally support weak form market efficiency. 
Specific researches devoted to the Shanghai market were also carried out in 
recent years. Research conducted by Wayne W. Yu (1998) reviewed that the 
Shanghai stock market is in random walk for the period August 1992 thought August 
1995. Another study conducted by Long, Payne and Feng (1999) also indicates that 
the Shanghai A and B Share market follow a random walk. In both cases, ARIMA 
models were applied due to the positive drift observed in the shanghai market trend. 
However, proven random walk of general market index is far from concluding 
that the respective equity market is efficient. In fact, the random walk feature of 
market index is only the essential precondition for us to believe the market may be 
efficient. 
A central challenge to the EMH is the existence of stock market anomalies -
those reliable, widely known and inexplicable patterns in returns. 
Commonly discussed anomalies include size effects suggested by Rolf Banz, 
(1981)，where small firms may offer higher stock returns than large ones; and 
calendar effects, such as the 'January effect, - which seem to indicate that higher 
returns can be earned in the first month compared to the rest of the year - and the 
•weekend effect, or 'blue Monday on Wall Street' - which suggests that you should 
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not buy stocks on Friday afternoon or Monday morning since they tend to be sold at 
slightly higher prices. 
There are also the supposed indicators of undervalued stocks used by value 
investors，such as low price-to-eamings ratios suggested by Sanjoy Basu, (1977 & 
1983), high dividend yields suggested by J. Aharony and I. Swary, (1980) and high 
Book- to-Market ratio suggested by Eugene R Fama and Kenneth R. French, (1988 
& 1992). 
Further studies also suggested return over short horizon effect by both Conrad 
and Kaul, (1988) and Lo and MacKinlay, (1964), which claims that weekly returns 
of NYSE stocks can find out a small positive serial correlation over a short horizon. 
Return over long horizon effect was discovered by both Eugene F. Fama and 
Kenneth R. French, (1988) as well as James Poterba and Lawrence Summers, (1988), 
which state a negative serial correlation in stock market prices of long-horizon 
returns (ex, returns over multiyear periods). 
All these anomalies collectively raise a direct challenge to the traditional 
market efficiency hypothesis. In reality, markets are neither perfectly efficient nor 
completely inefficient. All are efficient to a certain degree - and new technology 
probably serves to make them more efficient. But some markets are generally more 
efficient than others. Hence, in this paper, we will apply the similar techniques that 
previous researchers used in developed equity market studies into the Shanghai 
Stock Market and try to figure out whether similar results or anomalies pattern can 
be found in Shanghai stock market, if so, in what form. 
5 
The paper is organized as follows: Chapter II describes the data collection and 
methodology of this study. Chapter III presents the results and contrasts them with 




DATA AND RESEARCH METHODOLOGY 
We collected the historical trading data of Shanghai Stock Exchange from the 
security trading page of the second largest Chinese portal website 
http://stock.sohu.com. The website gave us the daily trading information of A & B 
shares，mutual funds, and all the indexes of Shanghai stock market over the past 
decade. Up to the date Jan 8, 2002 (which we stop to collect further stock 
information), there are total 635 A shares�，54 B shares�，10 market indexes, and 23 
mutual funds listed in the Shanghai Stock Exchange. The first A share stock, 
Shanghai Feiyue Yinxiang (上海飞乐音响）-stock code 600651, listed in Shanghai 
Stock exchange on Dec 20, 1990, which give us slightly more than 11 years (or 2726 
tradable days* ) of trading data. However, many of the remaining A shares are 
mainly new shares, which have a trading history significantly less than 10 years. 
This is the major challenge of our research in later stage, we have to randomly select 
those A shares with at least 5 years history in order to prevent our results suffering 
2 A shares are the shares that are available to domestic investors and denominated in RMB 
3 B shares are the shares that are available to foreign investors. They are denominated in RMB, but subscribed 
for and traded in either the USD or HKD. 
4 Note: some of the tradable days do not have trading information due to some company specific reasons, such 
as dividend announcement, and so forth. 
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from potential small sample size bias. In this paper, we will engage intensive 
research on the A shares, market indexes and mutual funds. 
In order to fully investigate the possible anomalies of the Shanghai Stock 
Market, we decide to separate our study into the following 7 major subjects, and 
each of the subjects will make use the most relevant sample so as to figure out useful 
findings. The subjects including: Time-serial correlation. Holiday effect. Seasonal 
fluctuation, Technical analysis. Return over short-term and long-term horizon. 
Performance of mutual funds, and Size, B/M, and P/E effects. 
Time-serial correlation uses the daily returns of Shanghai Stock Index from 
1991 to 2001. We test the correlation of yesterday's return with today's return with a 
fixed sample size of 100. Then we analysis the evolution of the time serial 
correlation with the changing of time period in order to see whether the market will 
have different time serial correlation patterns when it becomes more and more 
matured. 
In holiday effect study, we primarily focus on Chinese New Year and Western 
New Year these two most important Chinese vacations. Ten indexes^ are treated as 
good proxies for respective market portfolio and used to observe their respective 
price fluctuation pattern before and after these two holidays. The holiday return is 
5 SI (Shanghai Index-上证指数）；AI( A share Index - A 股指数) ;BI ( B share Index - B 股指数)； 
II (Industrial Index -工业指数) ;CI (Commercial Index -商业指数);RI (Real Estate Index-地产指 
数)；PI (Public Index -公用指数 ) ; A G I (Aggregate Index -综合指数)；S30 (Shanghai 30 Index -
上证 3 0 ) ;FI (FundIndex -基金指数） 
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computed by the index portfolio return between the closing price of the last trading 
day before the vacation and the closing price of the first trading day after the 
vacation. Since both holidays will last for an uncertain period range from 2 days to 
20 days, we have to further breakdown the holiday holding period return into 
calendar daily return so as to compare with the normal calendar daily return of 
respective index portfolio. In order to get the normal calendar daily return of each 
index portfolio, we first divided the annual return of a specific index portfolio (for 
example AI) of a specific year (let's said year 1999) with the total calendar days^ of 
that particular year in order to get the normal calendar daily return of that year, and 
then take the arithmetic average of the normal calendar daily return of the past 11 
years as the OVERALL normal calendar daily return of that index portfolio. Later on, 
SI (Shanghai Index -上证指数),AI (A share Index - A 股指数),BI ( B share Index 
- B 股指数）were further break down into 3 different periods (91-96, 97-01，and 
91-01) so as to see the changing trend of holiday return over the past decade. Bear in 
mind the important fact that, such normal calendar daily return approach is only 
apply to holiday effect analysis, which daily return may not be the same as the rest 
part of the paper which we adopt a "trading day approach" defined by Marc R. 
Reinganum (1983) in the daily return measurement. In the trading day approach 
computation, we will only attribute the rate of return to respective tradable days, in 
other words, all the non- tradable days (such as vacation days) will not be allocated 
any return. 
6 For example, 1999 has 365 calendar days while 2000 have 366 calendar days. 
9 
Seasonal fluctuation study will be concentrated on Monthly and Weekly effect 
analysis. During the analysis, SI (Shanghai General Index), AI (A Share Index), 
and BI (B share index) will be used as proxies of respective market portfolio, their 
historical data are reorganized into groups according to weekday (or month) 
attributes and then engage inter-group (inter-weekday or inter-month) return 
comparison. Since the previous seasonal tests only use various indexes to perform 
the role of respective market portfolio, we decided to use an alternative approach to 
test the predictability of stock market return based on both seasonal and firm size 
factors. After a round of careful selection, the "Small-Firm-In-January Effect" model 
discovered by Rolf Banz (1981) was finally determined as our testing subject. We 
randomly sample 60 stocks with at least 5 years history out of the total 635 listed A 
shares from Shanghai Stock Exchange, and then, the 60 stocks were divided into two 
groups according to their respective market value in Dec 31, 1996 (stock price at the 
year end of 1996 multiply the outstanding share number at the year end of 1996), the 
group with relative larger Market Value was called "Giant group", while the smaller 
market value group was named "Elf group". Their group specific return of each 
moth over the past decade was computed and used to compare cross-group monthly 
return. 
In the technique analysis section, we used SI, AI, and BI as the first 3 mock 
market portfolios and 30 randomly selected stocks with at least 5 years' history to 
form the forth evaluative portfolio, and then used the filer rule suggested by Bodie, 
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Kane, and Marcus (1999) as the Active Portfolio Strategic 2 (Filter rule B?) and a 
fiirther simplified filer rule as Active Portfolio Strategic 1 (Filter rule A^) to see the 
potential return of the 4 portfolios return by adopting these two technical analysis 
techniques. 
In the research on returns over short-horizon and long-horizon, we randomly 
sampled 33 stocks from the stocks with at least five years' history (Appendix 3). And 
then, we examined their holding period return and accumulative abnormal return 
from their listings to see whether they will show different patterns over short-horizon 
and long-horizon. 
In the research on mutual fund performance, we collected all the historical 
data of 23 existing mutual funds (Appendix 4) and compute their annual return over 
the past around 4 years^, and then compared the performance of mutual funds with 
the index to see whether there are any mutual funds that can consistently beat down 
market. Later, we also compared the performance of mutual funds with that of their 
peers to see whether there are any mutual funds that can consistently beat down their 
competitors. 
In the research on B/M effect, P/E effect as well as firm size effect, we 
systematically sampled 150 stocks (Appendix 5) with last number in its stock code 
of 0，3, 5 or 9 and then delete those stocks whose data is not available or not 
7 Purchase the stock when its price increase for 1%, and then sell the stock when its price decreases for 1% from 
subsequent high. 
8 Purchase the stock when its price consecutively increase for 2 days, and then sell the stock when its price 
consecutively decreases for 2 days. 
9 Here, all the 23 mutual funds of Shanghai Exchange with at most 4 years history. That is also the fatal 
shortcoming which we cannot overcome at the moment. 
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qualified for analysis. We managed to see which factors out of the B/M, P/E, assets, 
and market value of A share of a firm will have more explanation power on annual 
return than Beta (systematic risk of a firm). Here, we stratify the 150 stocks 
according to their B/M, P/E, assets, market value of A share and Beta into five 
groups to see whether different groups will have different annual returns. Later on, 
ANOVA as well as regression analysis was applied to test the significance of the 




Time Serial Correlation Analysis 
Time serial correlation was frequently used to test weak-form efficiency 
hypothesis. This is a correlation between the current return on a security and the 
return on the same security over a later period. A positive coefficient of serial 
correlation for a particular stock implies that a higher-than-average return today is 
more likely to be followed by higher-than-average returns in the future, and a 
lower-than-average return today is more likely to be followed by lower-than-average 
returns in the future. A negative coefficient of serial correlation implies that a 
higher-than-average return today is more likely to be followed by 
lower-than-average returns in the future, and a lower-than-average return today is 
more likely to be followed by high-than-average returns in the future. Both 
significantly positive and significantly negative serial-correlation coefficients are 
indications of market inefficiencies, namely, returns today can be used to predict 
returns in the future. Serial correlation coefficients near zero would support the 
random-walk hypothesis. Under this scenario, a current stock return higher than 
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average is as likely to be followed by lower-than-average returns as by 
higher-than-average returns. And a current stock return lower than average is as 
likely to be followed by high-than-average returns as by lower-than-average returns. 
According to Boss，Westerfield, and Jaffa's work, the serial correlation for daily 
stock-price changes of ten large U.S. companies is as Table 1 � . 
Table 1: Serial Correlation Coefficients for 10 Large U.S. Companies 
Company Serial Correlation Coefficient 
Boeing Co. 0.03788 
Bristol-Myers Squibb Co. 0.06358 
Chrysler Corp. 0.02034 
Coca-Cola Co. 0.04077 
IBM Corp. -0.00427 
Philip Morris Co. 0.07474 
Procter & Gamble Co. 0.02992 ~ ~ 
Sears, Roebuck & Co. 0.04621 
Texaco Inc. 0.00542 
Westinghouse Electric Corp 0.01058 
These coefficients are predominantly weak positive, implying that a 
higher-than-average return today will be slightly more likely followed by a 
higher-than-average return tomorrow. Because the correlation coefficients can vary 
between -1 and 1, these coefficients are considered to be in line with weak-form 
efficiency. 
Some studies of short-horizon returns found minor positive serial correlation 
in stock market prices ^ ^ and some studies also found negative long-term serial 
� Boss, Westerfield, and Jaffe, Corporate Finance. Fifth Edition, Irwin/McGraw-Hill, 1999，pp. 
326-27 ‘ ‘ 
n Eugene F. Fama and Kenneth R. French, "Permanent and Temporary Components of Stock Prices," 
Journal of Political Economy 96 (April 1988)，pp. 246-73; James Poterba abd Lawrence Summers, 
"Mean Reversion in Stock Prices: Evidence and Implications," Journal of Financial Economics 22 
(October 1988), pp. 27-59. “ 
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correlation^^. 
In the following parts, we calculate the correlation coefficient between 
yesterday's index return and today's index return. 
Let = Pi /;?,_! - 1 (today's r e t u r n ) , 少 = / - 1 (yesterday's return), 
Pi be the close price of the index at time i (trading days after Jan 3, 1991 which is 
assumed to be time 0)，and j be the starting time of the sample period which will 
include 100 trading days where j could range from 0 to 2604, then 
1 7+99 
� J = = — — — y) 
j+99 
SD{x). 




‘ \ 100 
Cov{x,y)j 
P � - S D � x \ x S D ( y ) j 
12 Robert J. Shiller, "Do Stock Prices Move Too Much to Be Justified by Subsequent Changes in 
Dividend?" American Economics Review 71 (June 1971), pp. 421-36. 
15 
0.9 
^ 0.8 J 




I 0.3 一f 
I i 
I -0：4 二:= 二 IZZZZIZZZZ：： 
卜-0.5 — J 
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Figure 1: Time Serial Correlation of Shanghai Stock Index with Fixed Sample Size of 100 
Figure 1 gives us a picture of the evolution of time serial correlation 
coefficients of Shanghai Stock Index with the sample period (with a fixed sample 
size of 100) changing from 1991 to 2001. It is very obvious that at the beginning 
period, the time serial correlation coefficients maintain at an extremely high level. 
The high level of correlation at this period shows that the Shanghai Stock market is 
very inefficient. We can earn abnormal return just using today's return to predict 
tomorrow's return. From 1992, the correlation coefficients decrease to a low level. 
But at some periods, it can increase to a level higher than 0.2 or decrease to a level 
lower than -0.2 (if we set 0.2 or -0.2 as an abnormal level). The existence of these 
abnormal periods shows that although the market is becoming more and more 
efficient, but there still exists inefficiency at some time periods. But this kind of 
abnormal level can only last a very short time period. 
And we also want to know whether the change of sample size will change the 
evolution pattern of time serial correlation significantly. Figure 2 gives out the time 
serial correlation coefficients of Shanghai Stock Index with sample size of 50 and 
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200. From the figure we could find that all the curves have very similar evolution 
patterns. But the yellow curve of which the sample size is 200 is much smoother 
than other two curves, and the red curve of which the sample size is 50 has the 
largest volatility. 
芒 1 
V I p 
£ 0.8 i 
§ 0.6 -If 
C r. . I 
jg U.4 j 
访 — 0 . 4 — 
| | -0 .6 -I 
Starting time of sample period 
after Jan 3,1991 
Figure 2: Time Serial Correlation of Shanghai Stock Index with Different Sample Size 
From above analysis, we can conclude that: 
1. At the beginning period, the Shanghai Stock Market is very inefficient. 
2. Overall, Shanghai Stock Market is becoming more and more efficient over 
time. 
3. However, the market can show inefficiency in some periods; but at most 
times, the market is consistent with weak-form efficiency. 
Seasonal Fluctuation 
When we review the literature about market efficiency, it is very interesting to 
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find out that besides the time serial testing of stock price movement, systematical 
seasonal fluctuation pattern is another subject which was frequently mentioned by 
numbers of researchers. Obviously, none systematic seasonal movement pattern 
should be observed in a perfect market. However, empirical testing result seems 
indicating that traditional investment behavior pattern of majority investors results in 
some specific seasonal price movement pattern in most stock market of the world, 
even the generally perceived matured market like the NYSE or NASDAQ also 
featured with certain pattern of systematic seasonal fluctuation. 
Before we move to the holiday effect testing section, it is better for us to do a 
brief review and analysis of the major indexes of Shanghai stock exchange over the 
past 11 years in order to get a big picture about the market in our mind. 
General Index's analysis and comparison 
Table 2: Daily Rate of Return of Indexes 
SI Al BI II I CI I RI I PI I A G I S 3 0 R 
1991 -1996 0.21% 0.23% -0.03% 
1997-2002 0.06% 0.06% 0.11% 0.06% 0.07% 0.03% 0.07% 0.07% 0.03% “ 
2000 mid - 2002 -0.02% •0.03% -0.01% -0.03% -0.03% 0.01% 0.00% •0_05% -0.04% o.04% 
Overall average 0.14% 0.15% 0.04% 0.06% 0.07% 0.03% 0.07% 0.07% o.04% 
Variance 
1991 -1996 0.19% 0.21% 0.04% 
1997-2002 0.03% 0.03% 0.08% 0.02% 0.03% 0.04% 0.03% 0.03% 0.03% 
2000 m id-2002 0.01% 0.01% 0.01% 0.02% 0.02% 0.03% ^ ^ ^：；^ 
Overall average 0.12% 0.13% 0.06% 0.02% 0.03% 0.04% 0.03% o o ^ ^ ^ o.oi% 
ROR/Variance 
1991 -1996 1.0884 1.0740 -0.8292 
1997 . 2002 2.1820 2.1671 1.4132 2.3456 2.3635 0.8191 2 . 5 8 7 4 I ^ B ~ ~ ^ 
2000 mid-2002 .1.43 -1.81 -0.93 -1.56 -1.S6 . •0.12 
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Overall average 1.1992 1.1751 0.6491 2.3456 2.3635 0.8191 2.5874 2.4436 1.1052 4.4934 
Note: (the following abbreviation will be frequently used in the subsequent charts and tables 
from time to time): SI (Shanghai Index -上证指数）；AI ( A share Index - A 股指数)；BI ( B 
share Index - B 股指数)；II (Industrial Index -工业指数)；CI (Commercial Index -商业指数)； 
m (Real Estate Index-地产指数)；PI (Public Index -公用指数)；AGI (Aggregate Index - 综合 
指数)；S30 (Shanghai 30 Index -上证 3 0 ); Fl (Fund Index -基金指数） 
Until 2002, there are total 10 indexes published by the Shanghai Stock 
Exchange. As the above table indicated, SI, AI, and BI are 3 of the earliest indexes 
with around 11 years of history, then II，CI, RI，PI, AGI, S30 were created in the 
beginning of 1997 to describe the respective performance of different groups of 
stocks that share with similar characteristics. Later on, FI was launched in the middle 
of year 2000 to illustrate the emerging mutual fund performance. 
In the first & second part of table 2, the daily return and respective variance of 
the indexes in 4 different periods were listed. The major trend we observe from the 
table includes: * 
1. The daily return of A share and Shanghai Index was dramatically decreased 
from more than 0.2% per day in the first 6 years (91-96) to only 0.06% in the later 5 
years (97-02)，while at the same time, the respective variances also dramatically 
decrease from areund 0.2% (91-96) to only 0.03% (97-02). In the third part of the 
table，if we simply assume the daily risk free return to be 0 (or any figures that can 
be ignored), then the ROR/ Variance may simply represent the reward to volatility 
ratio of the indexes. The reward to volatility ratio for both Shanghai stock index and 
A share index are more than doubled in value for the later 5 years (97-02) when 
compare with the first 6 years (91-96)，as you can observe that both (2.1820/ 1.0884) 
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and (2.1671/1.0740) are larger than 2. To some extent, the dramatically change can 
be treated as a signal to believe Chinese investors are becoming more canniness over 
the past 11 years. Investors are currently demanding more reward to compensate the 
same risk they need to bear as before. As a result, the Shanghai stock market also 
was becoming more and more efficient due to the active participation of more 
matured investors. 
2. Contrary to the pattern shown in Shanghai Index and A share Index, the 
daily return and variance of B share are dramatically increase in the later 5 years 
period. The return is turning from -0.03% (91 -96) to positive 0.11 % (97-02), while 
the respective variance is doubled from 0.04% to 0.08%. As a result, the reward to 
volatility increases from -0.8292 to 1.4132. We believe it may imply that B shares 
are indeed activated only in the recent 5 years. 
Ordinary Daily ROR Changing Effect 
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Figure 3: Ordinary Daily ROR Changing Effect 
Figure 3 give us a more intuitively way to observe the finding that we 
summarized in (1) & (2). 
3. From the mid 2000 to present，except RI (Real Estate Index-地产指数）and 
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FI (Fund Index -基金指数)，the remaining 8 indexes either show a negative daily 
return or a zero return. We obtain the feeling that Shanghai Stock market is recently 
experienced a terrible long-trend down-turn movement (bear market), and the bear 
market is not yet demonstrate any significant signal of recovery until the day we 
close our stock data collection. 
4. The FI (Fund Index…基金指数）can achieve a 0.04 percent of daily return 
with only 0.01 per cent of variance. As a result, its superior performance offers 
investors a reward to volatility ratio as high as 4.5 in the most terrible time of 
Shanghai stock market. It is really an amazing achievement and seems indicating 
that the general performance of Funds has successfully beaten down the market in 
the past one and half years. To some extent, it can also be viewed as a signal of 
market inefficiency. Of course, the observation is subject to strong challenge due to 
the relative short period of time. 
Holiday Effect 
Holiday effect (especially Christmas effect) was widely found even in the 
most developed capital markets, such as NASDAQ and NYSE. There is a long 
lasting argument about the anomaly, since critics of EMH usually cited the widely 
observed holiday effect as a solid evidence to argue for market inefficiency, while 
the advocators of EMH gave out lots of reasons to explain such phenomenon is not 
likely to generating abnormal profits. In fact, there is numbers of important factors 
we may need to consider when we look at the holiday effect (especially Christmas 
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effect) pattern in US capital market. The western investors usually have intension to 
settle their stock at the end of each year in order to avoid heavy tax on capital gain or 
loss account at that time, liquidate their money for consumption at the Christmas 
holiday, or even calculate the exact amount of money they gain during the past one 
year may be another two important motives. Of course, numbers of such factors may 
collectively result in the relative downside pressure in the year end while relative 
upside pressure in the beginning of each year, therefore, the systematical holiday 
pattern comes into being. 
In China, we do have the similar reasons to expect the similar systematic 
pattern of the stock market in the major holidays. Since we do not have Christmas 
holidays in Mainland China, here we selected Chinese New Year (also called Lunar 
New Year —春节）and Western New Year (also called "Yuan Dan -元旦” these two 
most important Chinese holidays) to do the holiday effect testing. 
Chinese New Year 
Table 3: Chinese New Year Effect 
彻 1 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 Average Daily 
Date 2-15 2-4 1-23 2-10 1-31 2-19 h ^ ^ ^ 
Duration ^ 4_ ^ 10 19 17 17 ^ ^ ^ 
SI 0-09% 0-04% 1.13% .0.23% •0.51% 0.47% 0.11% 0.12%~~0.04% 0 . 5 3 % ^ ： ； ^ 
AI 0-09% 0-04% 1.23% •0.22% -0.53% 0.49% “ 0.11% 0.11»/� 0.04% 0.53% . 0 . 1 6 % ^ ^ ^ ^ 
？1 •0.48% -0.29% -0.13% -0.01% 0.12% 0.58% - 0 . 1 0 % ^ . 1 8 % ^ . 0 2 % ^ ^ ^ 
“ 0.12% 0.11% 0.04% 0.53% -0.15% 0.13% 0.03% 
^ 008% 0.14% 0.06% 0.56% -0.16% 0.14% 0.05% 
阳 0 0 7 % 0.13% 0.04% 0.50% -0.28% 0.09% 0.01% 
- 0-12% 0.14% 0.04% 0.52% -0.15% 0.13% 0.03% 
A (31 
_ _ _ _ _ l _ _ _ i _ _ i 0.09% 0.12% 0.02% 0.54% -0.19% 0.12% 0.03% 
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con I I I I I 1 1 1 1 
0.17% 0.06% -0.01% 0.55% •0.15% 0.12% -0.01% 
-0.10% -0.10% 0.02% 
Chinese New Year Effect 
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Figure 4: Chinese New Year Effect 
Subject to the relative short history of Shanghai stock market, we only have 11 
years figures of Shanghai stock market before and after Chinese New Years (note: 
the Chinese New Year return of 2002 do not included in this study since we have 
already finished our data collection before this Chinese New Year). The second row 
of Table 2 lists the exact date of Chinese New Year of respective year, and second 
row descript that Chinese people may enjoy a Chinese New Year long vacation range 
from 4 to 20 days over the past 11 years. The ROR in the 3-13 row of Table 3 lists 
the calendar daily rate of return that you can achieve by investing in the market 
index at the last trading day before the vacation and then settle the respective index 
at the first trading day after the vacation over the past 11 years. 
As you can observe from the Table 2 and Figure 4, all the indexes show a 
significant Chinese New Year Surprised (or premium) except BI ( B share Index - B 
股指数）& FI (Fund Index -基金指数).However, FI have only one year figure and 
all other 9 indexes show an even larger negative return for that particular year. 
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From Figure 4, we can intuitively observe that the calendar daily return of the 
Chinese New Year period is more than 50% high for all the 8 indexes when compare 
with the normal calendar daily return of respective index portfolio, it is inconvincible 
by simply attribute the underlying reason as sole price fluctuation. Here, we believe 
it is justified to believe the Shanghai stock market does feature with a strong Chinese 
New Year anomaly. 
Chinese New Year Changing Effect 
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Figure 5: Chinese New Year Changing Effect 
From Figure 5，we further separate the 3 major indexes (SI (Shanghai Index -
上证指数）；AI( A share Index - A 股指数);BI ( B share Index - B 股指数)）into 
3 different periods (Overall Daily ROR - past 11 years; 91-96�f irst 6 years〉； 97-01 
� l a t e 5 years�). We are very happy to find out 2 interesting phenomena: 
1. The Chinese New Year effect is actually becoming less and less apparent, 
since the abnormal return is becoming smaller for two out of the three indexes. 
However, we should be very conscious about the conclusion since we get a very 
limited number of observations due to the limited history of Shanghai Stock market. 
2. Another interesting finding is that BI (B Share Index) originally do not 
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feature with any apparent pattern of abnormal return over Chinese New Year in the 
first 6 years (-1.73%) start to experience a fundamentally change over the recent 4 
years (2.52%). We believe the open of B share market to domestic households who 
own certain level of foreign currency may be one of the essential reasons 
contributing to such change. Those traditional Chinese investors who transfer their 
investment behavior pattern from A share to B share also help to transfer the Chinese 
holiday effect into the B share index portfolio. 
Western New Year 
Table 4: Western New Year Effect 
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 Average 
Date 1-1 1-1 1-1 1-1 1-1 1-1 1-1 1-1 1-1 1-1 1-1 1-1 
Duration 2 2 4 3 4 4 2 5 4 5 4 4 
SI 0.95% 0.17% 1.08% 0.00% ^.31% -0.79% 0.13% 0.44% -0.46% 0.58% 0.36% -0.53% 0.14% 
0.95% 0.17% 1.18% 0.01% -0.30% •0.84% 0.17% 0.46% -0.46% 0.59% 0.37% -0.53% 0.15% 
•0.26�/» -0.16% -0.40% 0.51% -0.96% -0.43% -0.31% 0.13% 0.00% -0.37% -0.22% 
“ 0.47% 0.00% 0.58% 0.38% -0.51% 0.18% 
^ 0.24% 0.00% 0.50% 0.32% -0.51% 0.11% 
0.00% 0.34% 0.00% 0.44% 0.60% -0.50% 0.18% 
PI 0.28% 0.00% 0.44% 0.32% -0.57% 0.09% 
A � 0.63% 0.00% 0.70% 0.32% -0.55% 0.22% 
幻。 0.71% 0.00% 0.58% 0.37% -0.43% 0.25% 
FI 0.46% -0.62% -0.08% 
No te : SI (Shanghai Index -上证指数）；Al ( A share Index - A 股指数)；Bl ( B share Index - B 股指数)；II 
(Industrial Index -工业指数）CI (Commercial Index -商业指数)；R| (Real Estate Index-地产指数)；P丨(Public 
Index -公用指数)；AGI (Aggregate Index -综合指数）S30 (Shanghai 30 Index -上证 3 0); FI (Fund Index -基 
金指数） 
Although Western Calendar New Year is not regarded as important as Chinese 
New Year by most Chinese people, it is still one of the most important traditional 
holidays for Mainland Chinese. 
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Figure 6: Western New Year Effect 
From Table 4 and Figure 6, it is not difficult to find out the fact that majority 
of the indexes (8 out of 10) show a super calendar daily return during the western 
New Year holiday when compare with the ordinary calendar daily return of the past 
11 years. This in turn is also hard to explain as sole random price movement. 
Western New Year Changing Effect 
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Figure 7: Western New Year Changing Effect 
Once again, the terrible one year performance of FI (Fund Index) in the 
western New Year of 2002 are subject to the overall market downturn movement in 
this year, which cannot be treated as an important signal due to the extremely short 
history of exposure. 
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Perhaps the most unexpected finding is that BI (B share index) shows a 
negative abnormal return during the western New Year period. According to the 
corresponding literature about the western New Year effect in most western equity 
markets, there is a Super January effect. Western investors usually engage more 
stock settling activities at the year end and more purchasing activities at the 
beginning of each year, this investment pattern contribute to a super January effect. 
However, the pattern show by BI (B share index) of Shanghai stock market is 
exactly opposed - the Western New Year period return is significantly negative. That 
means the B shares are generally facing more buying pressure at the end of each year 
and selling pressure at the beginning of every year. If majority investors (or 
dominated investors) of B shares are foreigners, perhaps one of the possible 
explanations is that western investors usually have intention to purchase the B share 
from China at the end of each year in order to avoid heavy domestic tax payment on 
capital gain, and then transfer the funds from B share market to their respective 
domestic market at the beginning of each year in order to get more attractive rate of 
return. 
The last interesting finding about the western New Year effect is the fact that 
the negative return pattern of Western New Year is becoming more apparent in the 
recent 4 years, perhaps the recent long-trend market downturn movement in the 
beginning of each year result in such strange pattern. 
Weekday Effect 
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In this section of weekday analysis, we are going to investigate whether there 
is any systematic weekly price movement pattern in the shanghai stock market. This 
time, only 3 major indexes (Shanghai Index, A share index, and B share index) will 
be selected to carry out the test. 
Following 3 tables and charts are the summary of the empirical testing results. 
Weekday effect for SI (Shanghai Index) 
Table 5: Weekday Effect (Shanghai Index) 
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 Average 
1997 1997 
Trading 
Weeks S3 S3 52 51 51 51 51 50 50 48 49 560 311 249 
Mon 0.42% -0.29% -0.74% -0.11% -0.19% 0.87% 0.32% -0.19% 0.52% - 0 . 4 2 % ^ ^ ^ 
丁ue -0.04% -0.07% 0.40% -0.16% -0.27% -0.02% 
Wed 0.27% -0.02% 0.17% 0.30% 0.09% 0.69% 0.30% 0.19% ft 46% 0 0 8 V . n 1S«/ n , , . / 
- • , v.uo /o -u.io /o U.AI /O U.25 /o 0,17 /o 
Thru 0.35% 2.51% 0.70% -0.33% 0.00% -0.28% -0.19% -0.10% 0.08% 0 . 1 9 % - 0 . 3 3 % ^ ^ ^ 
Fri 0.33% 1.78% 0.30% 0.10% 0.47% 0.59% 0.45% 0.28% 0.07% 0.09% 0 . 4 2 % “ “ 0 . S 9 � / � 0.22% 
We get some interesting results after reviewing the Table 5 and Figure 8: 
Weekday Effect of Shanghai Index 
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Figure 8: Weekday Effect of Shanghai Index 
1. The available trading weeks effectively decrease from 53 weeks per year to 
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only 48 (or 49) weeks per year over the past 11 years. Theoretically speaking, there 
should be only around 52 weeks available for each calendar year, the number of 
tradable weeks can reach as high as 53 mainly because the first and last tradable 
week do not started at Monday and finished at Sunday (in other words, there are 
some incomplete trading weeks in the 53 tradable weeks) and also none of any 
holidays may last for a period of more than one week. In recent years, however, the 
mandatory prolong of some important holidays (such as Chinese New Year, National 
day, Western New Year, etc) make some originally available tradable weeks 
disappeared. 
2. The Super Friday effect. From Figure 8, we can clearly see the result that 
Friday is always the weekday which can generate the highest expected return among 
the whole week, the conclusion is true regardless which period we conduct the 
testing. However, the expected return of Wednesday seems quickly catch up in recent 
5 years, which directly challenge the original superior Super Friday return. As 
comparison, the lowest return weekday changes over time. We observed that 
Tuesday is the weekday that will generate the lowest rate of return in the period from 
91-96，yet the lowest return weekday is quickly changed to Thursday in the recent 5 
years (from 97 to 02). 
3. The warm-up effect. The warm-up effect is apparent especially when we 
ignore the negative signal. It is not difficult to find out the fact that the expected 
return (as well as volatility) gradually increased from Monday to Friday, which 
seems indicating that investors are gradually warm-up (get familiar or gain more 
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confidence about the new trend of price movement pattern of the week) in the 
beginning weekdays and then engage more intensive investment in the later 
weekdays. 
Weekday effect for Al (A share Index) 
Table 6: Weekday Effect (A Share Index) 
1991 1992 1993 1994 1995 丨996 1997 1998 1999 2000 2001 Average 
1997 1997 
Trading 
yV^,^ “ S3 52 51 51 51 51 50 50 48 49 560 311 249 
Mon 0.38% -0.34% -0.82% -0.08% -0.19% 0.95% 0.32% -0.18% - 0 . 1 3 % 0 . 5 1 % - 0 . 4 3 % ~ ~ ^ 0 . 0 2 % 
Tue 0.31% -1.04% 0.04% 0.08% -0.47% -0.72% -0.20% -0.19% - 0 . 0 4 % - 0 . 0 7 % - 0 . 1 7 % - 0 . 3 0 % - 0 . 0 2 % 
Wed 0,32% 0.09% 0.19% 0.34% 0.10% 0.64% 0.31% 0.20% 0.46% 0 . 0 8 % - 0 . 1 9 % 0 23% 0 28% 017% 
Thru 0.30% 2.69% 0.71% -0.34% 0.00% -0.23% -0.19% - 0 . 1 0 % ~ ~ ^ 0 . 1 9 % -0.33%~ “ ^ ^ - 0 . 0 7 % 
Fri 0.38% 1.87% 0.33% 0.10% 0.49% 0.60% 0.46% 0.27% 0.07% 0.21% 0 . 0 9 % O ^ o 0 . 2 2 % 
In Table 6 and Figure 9, the weekly price movement pattern of A share index is 
quite similar to that of the Shanghai Index. Therefore, all the findings we describe in 
the Shanghai index is also valid for the A share index analysis and we are not going 
to repeat the same findings once again. 
Weekday Effect of A Share Index 
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Figure 12: Monthly Effect of A Share Index 
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Weekday effect for BI (B share Index) 
Table 7: Weekday Effect (B Share Index) 
例 2 1993 1994 1995 1996 1997 1998! 1999 | 2000 丨 2001 丨 Average | Pre 1997 | Post 1997 
Trading 
Weeks S3 52 51 51 51 51 50 50 48 49 507 258 249 
Mon -0.29% 0.33% -0.15% -0.14% 0.12% 0.09% -0.40% 0.16% 0.91% 0 . 2 3 % ^ -0.02% ^ ~ 
Tue -0.36% 0.06% -0.39% -0.16% 0.73% -0.56% -0.07% -0.77% -0.18% 0.61% -0.11% -0.02% -0.19% 
Wed -0-38% -0.44% -0.14% -0.19% 0.19% 0.34% -0.22% 0.18% 0.61% 0.44% 0.04% -0.19% 
Thru -0.75% 0.15% -0.23% 0.07% -0.06% -0.19% -0.59% 0.99% 0.38% 0.07% -0.02% -0.17% 0.13% 
Fri 0.51% 0.92% -0.01% -0.11% -0.16% 0.09% 0.11% 0.30% 0.28% 0.24% 0.22% o ! ^ ~ 
Weekday Effect of B Share Index 
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Figure 10: Weekday Effect of B Share Index 
Compared with the weekday price movement pattern shown by Shanghai 
Index and A share index, the B share index weekday movement pattern has its own 
features: 
1. The Super Friday effect still exists. Since the expected return on B share is 
still among the highest group with the total 5 tradable weekdays, and the most 
valuable feature lies in the fact that its expected return is always positive regardless 
which period we conduct the test. Of course, the Super Friday effect is not apparent 
(or not valid) any more especially in the recent 5 years, since the mean return is only 
as high as the return in Tuesday, and lower than the mean return of Wednesday. 
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2. The lowest expected return weekday usually happened in Wednesday or 
Thursday in the first 6 years (91-96) and then transferred to Tuesday in the recent 5 
years (97 -02). 
3. The last finding is that Friday is the only weekday that we can expect to 
gain a positive mean return in the period of first 6 years (91-96). Nevertheless, the 
situation change dramatically in the later 5 years, which only Tuesday are the sole 
weekday that are expected to offer the negative weekday return in the meantime. 
Monthly Effect 
Once again, the past 11 years data of Shanghai Index, A share Index, and B 
share Index are reorganized to analysis the possible monthly price movement 
pattern. 
Monthly effect for SI (Shanghai Index) 
Table 8: Monthly Effect (Shanghai Index) 
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 Average 
1997 1997 
Jan 0-S2% 6.95% 57.06% -9.44% -16.59% -0.22% 6.85% 2.26% -0.47% 19.03% -4.54% 5.58% 6.38% 4.63% 
Feb 2.33% 16.30% -6.16% 0.28% 4.35% 12.18% 8.21% -4.79% -2.01% 1.42% -2.14% 2.73% 4.88% 0.14% 
Mar -8.90% 4.27% -21.05% -7.72% 17.94% -5.95% 16.74% 5.61% 6.38% 6.08% 8.14% 1.96% -3.57% 8.59% 
/Vpr -6.27% 19.06% 42.76% -13.32% -11.85% 15.58% 16.75% 7.81% -4.82% 1.98% 0.61% 6.21% 7.66% 4.46% 
Viay 2.48% 160.84% -31.33% -10.02% 22.39% -2.04% -7.77% 4.63% 17.98% 3.64% 3.82% 14.96% 23.72% 4.46% 
Jun 18.00% 0.92% 7.43% -IS.90% -13.47% 18.72% ~10 .27% -7.00% 19.00% -0.41% -0.61% Z ^ o ^ " " 0 . 1 4 % 
•Jul 6.13% -13.62% -is.46% -2.78% 16.67% 9.72% -0.52% -1.09% 3.56% 6.99% -9.93% -0.03% 0.11% -0.20% 
Aug 24.08% -20.03% 6.01% 77.32% 1.88% -3.63% 3.11% -12.21% -1.07% - 1 . 3 9 % - 8 . 5 4 % 14.27% -4.02% 
Sep 1-2S% -17.62% -0.16% -10.60% -1.51% 7.54% -10.65% 8.02% -4.04% -4.23% -4.99% -3.36% -3.52% -3.18% 
Oct 20.96% -29.72% -8.50% -4.62% 0.78% 7.54% 6.91% -0.95% - 2 . 7 0 % T I ^ o - 1 . 0 9 � / � - 0 . 7 4 � / � - 2 . 2 6 % ~ 1 . 0 8 % 
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Nov 18.79% 50.07% 19.36% 1.26% " ^ 8 % 21.89% -3.55% 0.92% -3.08% 5.28% 3.21% 9.25% 16.50% 0.56% 
Dec 12.04% 13.58% -14.45% -6.22% .15.14% -18.96% 7.71% -8.79»I" - 2 � 8 2 ^ 1.04% - 8 . 5 8 % ~ ~ ~ ~ - 4 . 8 6 % -2.29% 
From Table 8 and Figure 11，we observed the following major features of the 
shanghai index monthly price movement: 
Monthly Effect of Shanghai Index 
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Figure 11: Monthly Effect of Shanghai Index 
1. Super May, August and November effect in the first 6 years (91 to 96). 
The average return of these 3 months rank top 3 among the total 12 monthly returns 
for the period of 91 to 96, which are significantly higher than the rest 9 competing 
monthly returns. Unfortunately, the pattern seems not longer valid in the recent 5 
years (97 to 01). 
2. The calm down effect. After analysis the recent four years' price movement 
pattern, we observed the phenomenon that the monthly return are relatively higher in 
the first half of the year, while the later 6 months usually generate negative mean 
return, at the meantime, the approximate zero return in July can be treated as the 
watershed between this two periods. 
3. The lowest average return (more precisely, the highest negative return) 
usually happened in December, September, and August. 
33 
All these findings seemingly suggest that investors usually prefer to engage 
aggressive trading in the first half of each year, while the motion and confidence is 
severely deteriorating in the second half year which the entire equity market was 
gradually dominated by pessimistic expectations and conservative investment 
behaviors. 
Monthly effect for AI (A share Index) 
Table 9: Monthly Effect (A Share Index) 
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 Average 
1997 1997 
•Jan 0.16% 6.95% SS.96% -8.76% -16.61% -0.49% 6.94% 2.42% -0.37% 19.08% -4.51% S.53% 6.20% 4.72% 
Feb 2.70% IS.34% -6.84% 0.28% 4.11% 12.64% 8.46% -5.14% -1.98% 1.54% -2.41% 2.61% 4 . 7 0 % 0 . 0 9 % 
Mar -8.90% 5.76% -21.34% -7.17% 18.77% -6.05% 17.00% 5.92% 6.38% 6.04% 7.41% 2.16% -3.16% 8.55% 
Apr -6.27% 19.79% 44.70% -13.66% -11.81% 16.09% 16.37% 8.03% -4.92% 2.00% 0.21% 4.34% 
May 2.48% 171.44% -31.65% -11.03% 22.79% -1.86% -7.79% 4.89% 17.64% 3.41% 3.40% 15.79% 2 5 . 3 6 % 4 . 3 1 % 
Jun 18.00% 1.82% 8.07% -16.30% -13.81% 19.27% -10.20% -6.96% 18.88% -0.39% -0.41% 1.64% 2 . 8 4 % 0 . 1 9 % 
Jul 6.13% -13.52% -1S.6S% -3.34% 16.86% 9.95% -0.36% -0.75% 3.74% 6.94% -9.65% ~ - 0 . 0 2 % 
^ A ^ 24.08% -20.59% 5.24% 81.55% 1.86% -3.78% 2.85% -12.28% .0.97% -1.46% -8.57% 6.17% 14.73% -4.09% 
Sep 1.25% -17.40% -0.17% -11.00% -1.39% 7.91% -10.63% 7.89% -4.04% -4.22% -4.99% - 3 . 3 5 % - 3 . 4 7 % - 3 . 2 0 % 
Oct 20.96% -34.44% -8.73% -4.79% 1.05% 7.82% 7.49% -0.92% -2.67% 3.13% -1.21% -1.12% -3.02% 1.16% 
ISOV 18.79% 57.24% 19.53% 2.15% -12.56% 21.95% -3.22% 1.01% -3.08% 5.26% 3.12% 10.02% 17.85% 0.62% 
Dec 12.04% IS. 13% -15.93% -6.23% -15.56% -19.76% 7.85% -8.82% -2.83% 0.84% -8.78% -3.82% -5.05% -2.35% 
30% Monthly Effect of A Share Index 
25% . 
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0% "fc r l , r j b t J j J L _ 
-10% Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 
• Overall Monthly ROR (91 -01) • Monthly ROR 91 -96 • Monthly ROR 97-01 
Figure 12: Monthly Effect of A Share Index 
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Perhaps there is a very strong correlation between Shanghai Index and A share 
Index, Table 9 and Figure 12 seem to tell the similar story that previous Shanghai 
Stock Index had already told us. The only difference is the absolute return of each 
monthly of A share index may be slightly different from that of Shanghai stock 
index. 
Monthly effect for BI (B share Index) 
Table 10: Monthly Effect (B Share Index) 
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 Average Post 
1997 1997 
Jan N.A. 31.86% -20.47% -16.22% 6.18% 3.76% -5.72% -10.83% 12.84% -6.26% -0.54% 0.34% -1.24% 
Feb N.A. 9.64% 0,16% 9.02% 1.08% -0.12% 14.59% -5.30% -11.48% 21.07% 4.30% 4.98% 3.750/0 
Mar -8.75% -14.58% -20.75% 1.03% -3.06% 7.43% -8.87% 11.73% 11.47% 59.43% 3.51% .9.22% 16.24% 
Apr 9.59% -0.93% -3.19% -12.80% 2.71% 32.29% -4.29% 2.02% -0.42% 19.65% 4.46% -0.93% 9.8S»/„ 
May 15.00% -16.93% 17.05% 12.33% -6.86% -6.99% -11.94% 53.88% 33.50% 20.98% 11.00% 4.12% 17.890/� 
Jun -16.62% -15.09% -7.88% -4.39% 2.29% -12.62% -10.16% 28.45% -2.92% -7.98% -4.69% -8.34% .i.05»/„ 
Jul -18.90% -7.53% 7.07% 12.02% 1.68% -6.23% -27.77% -10.47% 12.28% -20.99% -5.89% -1.13% -10.64% 
Aug -11.79% 38.57% 11.42% 2.37% 2.38% 12.92% -8.15% -6.83% 4.74% -6.09% 3.950/, 8.59% .0.68% 
Sep -19.20% -0.08% -1.29% -4.59% -5.14% -11.52% 22.08% -6.11% -4.31% -4.91% -3.51% -6.06� /� .0.96% 
Oct 7.54% 0.15% -1.33% -6.54% -3.58% -12.06% -2.79% -5.25% 13.73% 4.63% .0.55% .0.75% _o.35% 
Nov -0.45% 15.22% -16.25% -7.47% 18.93% -16.54% -5.77% -4.05% 6.90% 7.05% -0.24% 2.00% .2.48% 
P e c -1.97% 22.87% -6.14% -3.68% 丨 7.16% 1.05% -6.22% -0.70% 18.04% 0.24% 4.07% 5.65% 2.48% 
Monthly Effect of B Share Index 
Jan Feb H r Apr May J i f l Aug Sep Oct Nov Dec 
-10% 1 
-15% - — 
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Figure 12: Monthly Effect of A Share Index 
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Compare with the Shanghai and A share index, the calm down effect can also 
be found in the B share price monthly movement pattern, the major “profit making 
return period" concentrated at the period of February to May while the major "loss 
occurring period" are June, July, and September. 
The Super May effect is also valid for the B Share Index，which seems 
indicating that the beginning of May is the golden investment time for both A and B 
Share indexes in Shanghai Stock Exchange. 
Test of Predictability in Stock Market Returns 
In the previous seasonal fluctuation tests, we only use the key indexes to 
conduct the empirical statistical testing. The advantage lies in the fact that indexes 
are the general indicators of the overall stock market so that we can observe the 
entire market movement by using the indexes as the convenient proxies. The 
disadvantage lies in the fact that the index trading is not directly available for any 
investors in SHSE (Shanghai Stock Exchange), and the seasonal movement features 
of some possible attractive investment portfolios (which were constructed based on 
some specific criteria rather than the general market imitation) can not be observed 
by simply look at the indexes movement, while some of these attractive portfolios 
may mainly engage to take advantage of the possible undiscovered yet prevalent 
seasonal effects. 
One of the most important anomaly effects with very strong implication from 
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seasonal pattern was discovered by Rolf Banz (1981). He claimed that there is a 
significant "Small-Firm-In-January Effect" in New York stock market. After 
carefully analyzing the historical data of the entire market, Banz found that both total 
and risk-adjusted rates of return tend to fall with increase in the relative size of the 
firm，as measured by the market value of the firm outstanding equity. Dividing all 
NYSE stocks into five quintiles according to firm size，Banz found that average 
annual return of the firm in the smallest size quintile was 19.8% greater than the 
average return of firm in the largest quintile, while the abnormal return is mainly 
achieved in the January. 
If the same rule is also true in Shanghai stock market, it means investors can 
earn a remarkable premium return by following a very simple rule, namely 
"investing in the low capitalization stock in the beginning of January". That is why 
we decide to test the Shanghai stock market by adopting the similar empirical testing 
technique. 
We decided to randomly sample 60 stocks with at least 5 years history out of 
the total more than 600 listed A shares from Shanghai Stock Exchange. (Since a 
large percentage of A shares have only around 2 to 3 years history, which means only 
two or three figures can be used. The possible significant biases eventually make us 
decided to select the stock with at least 5 years of history only). The 60 stocks were 
divided into two groups according to their respective market value in Dec 31, 1996 
(stock price at the year end of 1996 multiple the number of share of the firm 
outstanding equity at the year end of 1996), the group with relative larger Market 
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Value was called "Giant group", while the smaller market value group was named 
"Elf group". 
Table 11 and Figure 14 give us the summarized results of the two groups in 
each month of a typical year. 
Table 11: Small Stock over Larger Stock Monthly Effect 
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec ~ A v e r a g e ~ 
Small 
-0.21% 2.66% 10.35% 2.71% 1.27% -0.63% -5.91% 9.07% -1.28% -0.47% 5.01% -6.97% 130% 
Group 
Large 
-0.20% 1.22% 6.90% 3.17% 1.12% 4.45% -4.62% 9.74% -3.15% 0.49% 2.22% -7.64% 1 14% 
Group 
Difference -0.01% 1.44% 3.44% -0.46% 0.16% -5.08% -1.29% -0.67% 1.87% -0.96% 2.79% 0.67% o.l6% 
Large Stock in June Effect 
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Figure 14: Large Stock in June Effect 
Larger Stock in June effect 
This time, we get some very interesting but surprised findings from the 
comparison. 
1. Slight market size effect — (Tiny positive average excess monthly return of 
elf group over the gain group.) The "Giant group" seems performing as equally well 
as the "Elf group" in terms of annual average monthly return. The last cell figure of 
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Table 10 clearly indicates that the elf group can only achieve around 0.16% of excess 
average monthly return over the gain group during each year. When we further look 
at the Figure 14, it is interesting to observe that elf group beat down the gain group 
for only half of the year time (February, March, May, September, November, and 
December). As comparison, the small group can always beat down the large group in 
term of average monthly return in NYSE according to Rolf Banz. One of the 
possible implications is that market size effect of Shanghai market still exists yet it is 
not that apparent as we expected, maybe some large stocks are still able to achieve 
high return simply because they are famous and catch more attention and investment 
from Chinese investors. 
2. The Larger stock in June effect. Perhaps the larger stock in June effect 
is the most surprised finding we get from Table 11 and Figure 14. We find out that 
the largest absolute gap in terms of monthly return between giant group and elf 
group generally occurred in June. This time, it is the larger stock group who wins the 
battle and offer investors a 5.08% excess return over the small group during that 
particular month. In fact, it is extremely difficult to give out any convinced and 
explicit explanation of such unusual phenomenon. Inspired from the calm down 
effect we get in the Monthly effect analysis of Shanghai and A share index, we 
speculate that June is already the middle point of each year and can be treated as the 
switch point where investors are becoming more and more conservative towards 
their investment. The Elf group which is relative more volatile is subject to more 
heavily negative impact from such calm down compared with the Giant group. As a 
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result, the Giant group generally offers investors a superior positive excess return 
over Elf group during that switching month. 
Detailed information about the Monthly return summary for both "Elf group" 
(small group) and "Gain group" (large group) please refers to Appendix 1 and 
Appendix 2. 
Passive Vs Active portfolio (with technical analysis) 
Passive portfolio management believes the market is efficient enough that very 
few systematical profit earning opportunities really existed. Most of the time, the 
additional transaction cost and additional risk bear by active management will 
outweigh the incremental return that can be expected by adopting active 
management approach. Therefore, the most reasonable mean of investment is formed 
a passive portfolio. One common form of passive portfolio is those index funds 
designed to replicate the performance of the whole stock market. Until March 9 of 
2002，there are totally 23 mutual funds available for A share investors, and only a 
few of the funds have 3 to 4 years of history while majority of the funds only have 
around 1 to 2 years of operation. Due to the relative immature nature of Shanghai 
stock market, none of the funds claim themselves as index fund. 
On the contrary, active management require investors proactively try different 
means (such as technical analysis, fundamental analysis, etc) to discover profitable 
trading rules and patterns, to undercover undervalued stocks, and to exploit any other 
money making opportunities. In the following part, we are only going to test the 
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active portfolio strategy by adopting technical analysis approaches. 
Technical analysis 
As a direct challenge to the market efficiency hypothesis, technical analysis is 
essentially the search for recurrent and predictable patterns in stock prices. Although 
financial technicians appreciate the value of information regarding future economic 
prospective of the firm, the financial health situation, and any other available 
relevant information about the listed company, they believe all these information are 
not good enough for all the investors to make "smart and perfect" investment. Most 
of the time，the market tends to either imder-price or over-price stocks due to various 
reason, and it will take a relatively long period of time for most of the investors to 
make suitable justifications. The possible time delay (also called "momentum" by 
some researchers) in market reaction towards new information generate enormous 
opportunities for those investors who adopt technical analysis to accurately predict 
the right track (or tend) of price movement before the market finish the entire 
modification process. In other words, the key to successful technical analysis is a 
sluggish response of the stock price to fundamental supply-and-demand factors. This 
assumption, of course, is diametrically opposed to efficient market hypothesis (even 
the week-form market hypothesis). In some sense，it is great for us to test different 
technical analysis strategies in terms of reaction speed of the equity towards newly 
released or even existing information, the slower the market reaction process the 
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Figure 15: Technical Analysis 
Two of the most widely used terminology in technique analysis is called 
“heads and shoulders" of the price chart (See above diagram), which are generally 
used for trend analysis. The trend analysis approach advocates the speculators to 
purchase a specific share when its recent price pattern implies a upward moving 
trend (the left shoulder) but not yet reach the peak (the head), and then sell 
respective share when its price pattern of subsequent period indicates that the share 
price already reach the peak (the head of the chart, sometimes also called the 
resistance level) and start its down-turn 
movement. As a result, the investors can 
expect to earn a certain level of profit by catching the upward moving trend of the 
price adjustment. 
Such trend analyzing approach seems very simple yet it may be an extremely 
useful technique if the stock market features with a slow price adjustment process. 
In other words, if investors can always use such simple technique to earn an 
abnormal return, we can cited this fact as clear evidence to argue that target stock 
market is not that efficient. 
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A very practical version of trend analysis is a filter rule. A filter technique 
gives a rule for buying or selling a stock depending on past price movements. One 
rule, for example, might be: "Buy if the last two trading days each resulted in a stock 
price increase." A more conventional one might be: "Buy a security if its price 
increased by 1% and hold it until its price falls by more than 1% from the subsequent 
high." Alexendar (1964) as well as Fama and Blume (1966) found that such filter 
rule generally could not generate trading profits (in US capital market). 
In the following part, we are going to adopt the same Filter rule approach to 
test the effectiveness of such technique analysis in Shanghai Stock market. To make 
the computation more close to the real life operation of Mainland investors, we 
further simplify the above filter rule and used the simplified version as filter rule A. 
Following are the detail description of these two forms of filters: 
Active Portfolio Strategic 1 (Filter rule A): Purchasing the stock when its 
price consecutively increase for 2 days, and then sell the stock when its price 
consecutively decreases for 2 days. 
Active Portfolio Strategic 2 (Filter rule B): Purchasing the stock when its 
price increase for 1%, and then sell the stock when price decrease for IVo from 
subsequent high. 
Although some more advanced & sophisticated technical analysis techniques 
(such as relative strength approach, etc) were created by financial technical analysts, 
we believe filter rule approach is already good enough to perform the role as 
representative to tackle the possible abnormal return by similar technical approaches, 
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since they have embodied the fundamental spirit of technical analysis (identify the 
opportunity results from market momentum). On the other hand, the testing of other 
techniques (or even combination of different technical techniques) may be an endless 
game which demands much more time and information that beyond the boundary of 
this project. 
Filter Rules Approach Testing 
Once again, we use Shanghai index, A share index, B share index to simulate 
the respective market portfolio, and then we randomly sample 30 stock out of the 
total more than 600 listed A shares from Shanghai Stock Exchange as the 
evaluative portfolio. 
Table 12 & Table 13 are the summary of Shanghai index portfolio by adopting 
active strategy 1 (Filter rule A) and Active strategy 2 (Filter rule B). 
Table 12: Shanghai Index (by adopting active strategy 1) 
Daily Daily AID AID ^^^ SJ No. of Total Period Utilize Period ROR P e r D u r Per 
ROR VAR ROR VAR Ratio OPP Al Dur TTD Ratio ROR Invest invest 
91-02 0.14% 0.12% 0.44% 3.34% 0.30% 43.16% 190 1452 2720 53.38% ~ ^ ^ ^ ~ ~ 
91-97 0.21% 0.19% 0.75% 6.11% 0,54% 40.82% 98 772 1513 51.02% ^ ^ ~ ~ 
97-02 0.06% 0.03% 0.09% 0.28% 0.03% 45.65% 92 680 1207 56.34% ^ ^ ^ ^ ^ ^ 
Mid 2000 ‘ 
to 2002 -O.O20Z0 0.010/0 0.08% 0.12% 0.10% 43.33% 30 235 404 58.17% 19% o.65% 7.33 
Note: Daily ROR (The ordinary daily ROR); Daily VAR (Variance of ordinary daily ROR); AID 
ROR (The average daily ROR by adopting Al approach investment); AID VAR (The variance of 
Daily ROR by adopting Al approach investment); SUR (Daily Surprise of adopting Al approach = 
AID - Daily ROR); SI Ratio (Successful Judgment ratio, the percentage of successful money making 
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opportunities over the total opportunities identified by A1 approach); No. of OPP (No. of 
opportunities identified by A1 approach of respective period); Total A1 Dur ( Total duration by 
adopting A1 approach investment within respective period of time ); Period TTD (Total Trading Day 
available during respective period); Utilize Ratio ( The percentage of trading days that identified by 
A1 approach as suitable for trading among the total available trading days of respective period, which 
is equal to Total A1 Dur/ Period TTD ); Period ROR (Period rate of return); ROR Per Invest ( Rate 
of return per investment by adopting A1 approach during respective period); Dur per invest 
(Duration per investment by adopting A1 approach during respective period). 
Table 13: Shanghai Index (by adopting active strategy 2) 
Daily Daily A2D A2D SJ No. of Total Period UHlize Period ROR Per Dur Per 
SUR 
ROR VAR ROR VAR Ratio OPP A2 Dur TTD Ratio ROR Invest Invest 
91-02 0.14% 0.12% 0.40% 2.24% 0.26% 34.34% 332 1478 2720 54.34% ~ ^ ~ 
91-97 0.21% 0.19% 0.72% 3.72% 0.51% 34.54% 194 750 1513 49.57% ~ ^ 2.78% ~ 
97-02 0.06% 0.03% 0.08% 0.15% 0.02% 34.06% 138 728 1207 60.31% 58% 0.42% 
Mid 2000 
-0.02% 0.01% -0.01% 0.10% 0.00% 30.00% 40 258 404 63.86% -4% -0.09% 6.45 
to 2002 
From the comparison of Table 12 and Table 13, we get the following major 
findings: 
1. Active strategy 1 (Filter rule A) seems always dominating Active 
strategy 2 (Filter rule B). Compare with filter rule B, filter rule A approach can 
always generate relative high daily return, high surprised daily return (premium 
return), higher rate of successful judgment (correct identify the trend), higher 
holding period return, and Rate of return per investment. On the other hand, it 
requires less number of trading, which represents less transaction cost. 
2. Positive excess return over the normal period return does exist, yet the 
amount of surprised return decrease rapidly. Regardless which period we conduct 
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the test, both filter rule approaches do allow the investors to gain positive surprised 
return over normal investment strategy (hold and wait style of passive strategy). It is 
very exciting to find out the fact that the surprised daily return rapidly decreased 
from more than 0.53% in 91-97 to only less than 0.03% in 97-02, which means more 
than 94% of the excess return disappeared in recent 5 years. It can be cited as very 
convincing evidence that Shanghai stock market is becoming more and more 
matured and efficient in the recent years. The learning effect of this emerging equity 
market is quit prominent. 
3. There are some major defects of this filter rule trading strategy. Firstly, 
only 50-60% of the trading days were identified as suitable trading period by 
adopting the filter rule approach, which means, the capital of investors must be ideal 
and waiting for the next identified suitable trading opportunity in the remaining 
period. Although it may avoid some potential loss, it may also loss some real 
investment opportunity that cannot be fully detected by the filter rule approach. 
Secondly, only 30-40% of the opportunities identified by filter rule approach were 
eventually leads to money making investment, while the remaining more than 60% 
of unjustified opportunities lead to high volatility of the investors return. In other 
words, investors have to bear abnormal risk so as to achieve the high than average 
return, while the surprised return may not be sufficiently large enough to justify the 
risk consciousness of typical Chinese investors. Thirdly, investors may need to make 
around 200-300 investments over the past 10 years in order to achieve their 
abnormal return, a larger number of the return gained from such active strategy may 
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goes into the pocket of security brokers due to the frequent occurred transactional 
cost. 
Then let's use Table 14 and Table 15 to see the filter rule approach in A share 
index portfolio. 
Table 14: A Share Index (by adopting active approach 1) 
Daily Daily AID AID SJ No. of Total Period Utilize Period ROR Per Dur Per 
ROR VAR ROR VAR Ratio OPP Al Dur TTD Ratio ROR Invest Invest 
91-02 0.15% 0.13% 0.47% 4.16% 0.32% 41.80% 189 1437 2725 52.73% 680% 3.60% ^ 
91-97 0.23% 0.21% 0.82% 7.72% 0.59% 38.14% 97 762 1518 50.20% 628% 6.48% ^ 
97-02 0.06% 0.03% 0.08% 0.28% 0.02% 45.65% 92 675 1207 55.92% 52% 0.56% ~ ~ ^ 
Mid 2000 ‘ 
-0.02% 0.01% 0.07% 0.10% 0.09% 45.16% 31 233 404 57.67% 16% 0.52% 7.52 
to 2002 
Table 15: A Share Index (by adopting active strategy 2) 
Daily Daily A2D A2D SJ No. of Total Period Utilize Period ROR Per Dur Per 
SDR 
ROR VAR ROR VAR Ratio OPP A2 Dur TTD Ratio ROR Invest Invest 
91-02 0.15% 0.13% 0,40% 1.99% 0.24% 36.20% 337 1523 2725 55.89% 602% 1.790/0 ^ 
91-97 0.23% 0.21% 0.70% 3.24% 0.47% 37.00% 200 785 1518 51.71% 549% 2.75% ^93 
97-02 0.06% 0.03% 0.07% 0,14% 0 .01% 35.04% 137 738 1207 61 .14% 5 3 % o .39% ^ ~ 
Mid 2000 
-0.02% 0.01% -0.01% 0.09% 0.01% 28.21% 39 256 404 63.37% -3% -0.07% 6 S6 
to 2002 
In fact, the major findings of A share index portfolio are almost the same as 
Shanghai Index due to the close relationship and movement pattern of A share with 
Shanghai Index, hence, we won't repeat the same findings once again. 
Table 16 and Table 17 summarized application of filter rule approach in the B 
share index portfolio 
Table 16: B Share Index (by adopting active approach 1) 
Daily Daily AID AID ^^^ SJ No. of Total Period Utilize Period ROR Per Dur Per 
ROR VAR ROR VAR Ratio OPP Al Dur TTD Ratio ROR Invest invest 
91-02 0.04% 0.06% 0.37% 0.83% 0,33% 38.76% 178 1092 2434 44.86% 402% 2.26% ^ 
91-97 -0.03% 0.04% 0.34% 0.51% 0.37% 39.33% 89 510 1227 41.56% ~ 
97-02 0.11% 0.08% 0.39% 1.16% 0.28% 38.20% 89 582 1207 48.22% 2.57% ^ ~ 
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Mid 2000 
0.38% 0.09% 0.63% 2.43% 0.25% 42.86% 28 240 404 59.41% 152% 5.43% 8 57 
to 2002 • 
Table 17: B Share Index (by adopting active strategy 2) 
Daily Daily A2D A2D SJ No. of Total Period Utilize Period ROR Per Dur Per 
SUR 
ROR VAR ROR VAR Ratio OPP A2 Dur TTD Ratio ROR Invest Invest 
91-02 0.04% 0.06% 0.43% 0.50% 0.39% 42.86% 273 1128 2434 46.34% 484% 1.77% ~ ^ 
91-97 -0.03% 0.04% 0.46% 0.47% 0.49% 46.08% 102 508 1227 41.40% 235% 2.30% ~ ~ 
97-02 0.11% 0.08% 0.40% 0.51% 0.29% 40.94% 171 620 1207 51.37% 250% 1.46% ~ 3 ^ 3 ~ 
Mid 2000 
0.38% 0.09% 0.58% 0.78% 0.20% 43,33% 60 242 404 59.90% 丨41% 2 34% 4 03 
to 2002 
Compare with the pattern shown in Shanghai and A share index, the B share 
index portfolio do has its own features: 
1. The Filter rule A approach does not always dominate the Filter rule B 
strategy. It seems that the second "filter rule approach can beat down the first filter in 
terms of surprised return, successful judgment ratio, period rate of return for most of 
time, especially in period 91-97. The domination role is not apparent for both filter 
approach, since each of them has its own advantages and weakness in different 
period and different measurers. 
2. The Surprised returns are positive and show a gradually declining 
trend. Like the surprised return of Shanghai and A share index portfolio, the excess 
return (surprised return) of B share portfolio gained by filter rule approach is always 
positive for all the periods. However, the surprised return also indicates a declining 
trend in recent years regardless the decreasing speed of surprised return is not as fast 
as that of A share index portfolio. To some extent, it may imply that the speed of 
learning effect of B share portfolio maybe lower than that of A share portfolio. 
After reviewing the 3 index portfolios, Table 18 and Table 19 summarized the 
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average result of real life application of filter rule approach in 30 random sampled A 
shares portfolio. 
Table 18: Average Result of 30 Randomly Selected A Shares (by adopting active approach 1) 
No. 
Daily Daily AID AID ^^^ SJ ^^  Total Period Utilize Period ROR Per Dur Per 
ROR VAR ROR VAR Ratio A1 Dur TTD Ratio ROR Invest Invest 
OPP 
91-02 0.14% 3.27% 0.11% 1.21% -0.04% 38.22% 135 ^ ~ ~ m ^ 
91-97 0.10% 0.24% 0.20% 2.22% 0.10% 40.81% 39 ^ W ~ ~ ^ ^ ^ ^ " " " 
97-02 0.15% 3.56% 0.08% 0.80% -0.07% 39.02% 96 m ^ ^ o ^ ^ ^ 
Mid 2000 
to 2002 0.23O/O 丨0.43% -0.06% 0.40% -0.29% 37.09% 32 195 404 48.15% -im _o.32% 6.03 
Table 19: Average Results of 30 Randomly Selected A Shares (by adopting active strategy 2) 
No. ROR 
Dai丨y Daily A2D A2D ^^^ SJ Total Period Utilize Period Dur Per 
ROR VAR ROR VAR Ratio A2 Dur TTD Ratio ROR Invest 
^ Invest 
91-02 0.14% 3.27% 0.08% 0.55% -0.06% 35.40% 288 820 46.72% ^ ^ ^ ^ 
91-97 0.10% 0.24% 0.11% 0.91% 0.02% 33.61% 95 ^ ^ ^ ^ ^ ^ ^ 
97-02 0.15% 3.56% 0.07% 0.33% -0.08% 36.84% 193 571 47.32% ^ ^ ^ ^ 
Mid 2000 
to 2002 O.230Z0 10.43% -0.07% 0.28% -0.30% 36.07% 55 193 404 47.87% -13% -0.24% 3.55 
The findings after comparing Table 18 and Table 19 include: 
1. The average surprised daily return is either very small or negative 
regardless which period we conduct the test. In fact, this is the strangest finding 
we observe from the average result of 30 sampling stocks, since it obviously 
contradicts to the result we get from A & B share as well as Shanghai index portfolio. 
Perhaps the 30 sampling stocks happen to be less related to the index portfolio and 
some unusual stock pattern happens to dominate the entire portfolio. However, it 
does give us a valuable insight that we may subject to a high level of uncertainty by 
adopting the 2 filter rule active strategies, since the result may not necessary be 
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favorable as we expected. 
2. The filter rule A dominates the Filter rule B regardless the difference is 
small. This is coincidental with the findings of A share index portfolio, where 
surprised return, Period return, return per investment, successful judgment rate are 
generally better than the second filter results. 
The above 2 findings seems indicating that filter rule active strategy may not 
necessarily offer investors significant abnormal return in the long run and in average. 
If the sampling 30 stocks are selected (or any other unjustified investment targets 
were selected), investors may even get the negative surprised by bearing more risk. 
Returns over Short and Long Horizons 
Some studies suggested momentum in stock prices over short horizons, and 
also some other studies showed that extreme stock performance tends to reverse 
itself over longer horizons, namely, if one stock outperformed in the recent times, 
then it will under-perform in the following period; if one stock underperformed in 
the recent times, then it will outperform in the following period^l In the following 
parts，we will look at the holding period return and accumulative abnormal return 
over short and long horizons. 
13 Bodie, Kane, and Marcus, Essentials of Investments. 4出 edition, (Irwin/McGRAW-Hill, 2001), pp 
282 ‘ 
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Holding Period Return over Short and Long Horizons 
We sampled 33 stocks with history longer than 5 years (Appendix 4). Let 
HR„ be the average holding period return of the 33 stocks n trading days after their 
listing, Pq be the close price at the first trading day, be the close price at the nth 
trading day. 
减 = 去 I X r ? 。 " ) / 户 。 " 
) ) 7 = 1 
Holding Period Return over Time 
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Trading days from listing 
Figure 16: Holding Period Return from Listing 
Figure 16 shows the average holding period return of the 33 stocks from their 
listings. We could see that there is a very obvious cyclical pattern in the behavior of 
the average holding period return. The average holding period return decreases in the 
short horizon, but increase in the medium horizon, and decrease again in the long 
horizon again. This kind of cyclical pattern clearly demonstrates that the market has 
a negative overreaction in short run, but a positive overreaction follows this negative 
overreaction, and then a negative overreaction follows the positive overreaction. 
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Thus，the existence of cyclical pattern in holding period return over time horizon 
demonstrates a highly inefficiency in market. 
Accumulative Abnormal Return over Short and Long Horizons 
Since the holding period return will be influenced by the performance of the 
total market, if we kick off the influence of whole market on stocks' performance 
and only consider the stocks' individual performance, we could see a different 
pattern. Here we still use the same 33 stocks. 
Let AR^ be average accumulative abnormal return of the 33 stocks n trading 
days after listing, r讲,be the daily return of Shanghai Stock Index in trading day, 
and T) be the daily return of individual stocks in trading day. 
_ J 33 w 
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Figure 17: Accumulative Abnormal Return from Listing 
Figure 17 shows the average accumulative abnormal return from their listing 
day. We could see in the short horizon, the average accumulative abnormal return 
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keeps increasing. However, in the long horizon, the average accumulative abnormal 
return plunges to a negative level very quickly. This kind of pattern means that from 
their listing, the stocks beat down the market in short horizon, but under perform the 
market in the long run. One reason for this pattern we guess is that the growth 
strategy of many companies is not sustainable. The companies generally focus more 
on short-term interests and sacrifice long-term interests. Another reason may be the 
positive overreaction in short run and negative overreaction in long run. It seems this 
explanation is contradictory to the findings in the analysis of holding period return 
over time horizon. But the strong positive accumulative abnormal return in short 
horizon and negative accumulative abnormal return in long horizon show some 
market inefficiency. 
Mutual Fund Performance 
According to the research of Bodie, Kane and Marcus, passive equity funds 
would outperform active equity funds . And according to Goetzmann and 
Ibbotson's work, at least part of a fund's performance is due to skills of the fund 
managers 15. 
14 Bodie, Kane, and Marcus, Essentials of Investments. edition, (Irwin/McGraw Hill, 2001), pp 
112 
15 William N. Goetzmann and Roger G. Ibbotson, "Do Winners Repeat?" Journal of Portfolio 
Management (Winter 1994), pp. 9-18. 
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Mutual Fund vs. Index 
The mutual fund in China has quite short history. The first mutual fund 
emerged in 1998. The number of mutual funds increases from 4 in 1998 to 25 in 
2001. Here, we just use the Shanghai Stock Index as the passive fund. 
Mutual Fund vs. Index 
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Figure 18: Mutual Funds vs. Index 
Figure 18 gives us a graph picture of the average performance of mutual funds 
vs. index from 1998 to 2001. It's very clear that the performance of mutual funds is 
far below market from 1998 to 2000. Only in 2001, mutual funds performs better 
than the market with a very small margin 
Table 20: Performance of Mutual Funds vs. Index 
Number of MF 1998 1999 2000 2001 
Above Index 0 0 ~ 0 16 
Below Index | 4 | 11 | 16 9 
If we look at the number of mutual fund, we can see from 1998 to 2000, all 
mutual funds perform worse than market. Only in 2001, 70 percent of mutual funds 
perform better than index. 
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Relative Performance among Mutual Funds 
If we look at the relative performance among mutual funds, we can see 
whether there is mutual fund that can consistently beat down its peers. 
Here, we use the ranking of the annual return as the relative performance of 
mutual fund. The following tables show the change of performance distribution 
among mutual funds from 1998 to 2001. 
Table 21: Performance Distribution of Mutual Funds (98-99) 
1998 了 , ^ h i f Sum Top half Bottom half 
Top half 1 — 1 2 
^ ^ o m half 1 1 2 
From 98 to 99，one of the two better performers in 1998 go to bottom half in 
1999, and one of the two bad performers in 98 go to top half in 99. 
Table 22: Performance Distribution of Mutual Funds (99-00) 
fcL J : , I s J 
Top half Bottom half 
Top half 2 — 4 6 
^ ^ o m half 4 2 厂 
From 99 to 2000, 4 of the 6 better performers in 99 go to bottom half in 2000, 
and four of the 6 bad performers go to top half percent in 2000. 
Table 23: Performance Distribution of Mutual Funds (00-01) 
Top half" Bottom half ^ 咖 
Top half 4 4 8 
Bottom half 4 4 8 
From 2000 to 2001, half of the better performers in 2000 become bad 
performers in 2001, and half of the bad performers in 2000 become good performers 
in 2001. 
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From these findings, we can see no mutual fund can consistently keep an 
outstanding position in the market from 1998 to 2001. This fact is in line with 
Efficient Market Theory. 
B/M, Size, and P/E Effect 
According to Fama and French (1992) and Reinganum (1988)，s work, a firm's 
book-to-market ratio is a seemingly powerful predictor of returns across securities 
And Eugene and Kenneth found that if controlled the size effect and boo-to-market 
effect, it seems that beta has no power to explain average security returns. This 
finding is an important challenge to market efficiency theory. 
In this part, we will use 150 stocks' data in 2000. In terms of size, we will use 
total assets and market value of A Share of the company. We chose market value of A 
Share because other shares cannot be sold or bought in the stock market (we don't 
consider B Share since it's relatively small compared with A Share and the two 
markets are segmented). The calculation of the B/M, P/E, Assets, Market value of A 
Share is based on the data on Dec 31, 2000. And the calculation of Beta is based on 
weekly return from 1998 to 2000 (APPENDIX 5). 
16 Eugene F. Fama and Kenneth R. French, "The Cross Section of Expected Stock Returns," Journal 
of Finance 47 (1992), pp. 427-65. ， 
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Correlation among B/M, Assets, Market Value of A Share, P/E and Beta 
The following table shows the correlation among B/M, P/E, Assets, and 
Market value of A Share. 
Table 24: Correlation among B/M, P/E, Assets, and Market Value of A Share 
Correlation B/M P/E Assets MV of A Share 
B/M 1 
P/E 
Assets 0.37 0.08 1 
MV A Share 0.14 0.07 0.31 i 
From Table 24, we could see that the correlations among B/M, P/E, Assets, 
and Market value of A Share are small. All of them are smaller than 0.4. 
Table 25: Correlation between Annual Return and B/M, P/E, Assets, Market Value of A Share 
and Beta 
Correlation B/M P/E Assets MV of A Share Beta 
Annual return in 200 -0.28 0.04 -0.19 -0.18 0.13 
From Table 25, we could find several useful facts: 
1. The correlations between annual return and M/B, P/E, Assets, Market value 
of A Share, and Beta are also very small. 
2. Annual return has negative correlation with B/M, assets and market value of 
A Share, but positive correlation with Beta, and very weak positive correlation with 
P/E ratio. 
3. In terms of absolute value, annual return in 2000 and B/M ratio. Assets and 
Market value of A Share almost has the same level of correlation with annual return. 
Beta only has a correlation of 0.13 with annual return. P/E has the lowest correlation. 
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Beta and Annual Return 
Figure 19 shows the relationship between Book/Market ratio and the annual 
return in 2000 across the 150 stocks. We divide the 150 stocks into 5 groups 
according to their B/M ratio and examine the average annual return in 2000. Each 
group will have 30 stocks. 
B/M and Annual Return 
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Figure 19: B/M and Annual Return 
We could see that lower B/M ratio, higher the annual return. The 30 stocks 
with the lowest B/M ratio have an average annual return of 70%, while the 30 stocks 
with the highest B/M ratio have an average annual return of 35%, just half of the 
level of the group with lowest B/M ratio. 
But this finding is contradictory to the findings of Eugene F. Fama and 
Kenneth R. French (1992)17. Eugene and Kenneth stratify firms into 10 groups 
according to B/M ratio and examine the average monthly rate of return during the 
period from July 1963 through December 1990. Their findings show that higher B/M 
17 Eugene F. Fama and Kenneth R. French, "The Cross Section of Expected Stock Returns," Journal 
of Finance 47 (1992), pp. 427-65. 
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ratio, higher monthly return. The decile with the highest B/M ratio had an average 
monthly return of 1.65%, while the lowest-ratio decile had an average of 0.72%. 
Although the findings of Eugene and Kenneth show a positive relationship 
between B/M and return and our findings show a negative relationship, both of them 
demonstrate a dramatic dependence of returns on B/M ratio. But here we cannot give 
a reasonable explanation for the differences. 
The following table is the result of a regressing analysis using annual return as 
dependable and B/M as independable variable. 
Table 26: Regression Statistics of B/M and Annual Return 
Coefficients Standard Error t Stat P-value 
Intercept 0.72001 0.07070 10.18437 0.00000 
B/M -1.26922 0.35794 -3.54594 0.00052 
R Square 0.0783 
If we run a simple linear regression using model 
Here Y (annual return) is the dependent variable, X (B/M ratio) is the 
independent variable, and e is the error term. 
From Table 26, we could see there is a significant regression relationship when 
confidence level is 95 per cent. Then the predicted value of Y (annual return) for a 
given X (B/M ratio) is 
二 0.72001 —1.26922Z 
However, the explanation power of B/M ratio is still very small, just about 
7.8%. 
59 
P/E and Annual Return 
We still divide the 150 stocks into 5 groups according to their P/E ratio and 
examine their average annual return. But here, we can see higher P/E ratio, higher 
annual return. 
P/E and Annual Return 
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Figure 20: P/E and Annual Return 
If we run an ANOVA analysis, we could find there is significant difference 
among the annual returns of different groups. 
Table 27: ANOVA Analysis of P/E and Annual Return 
Source of Variation SS df MS F P-value F crit 
Between Groups 2.28511 4 0.5713 4.1139 0.0035 2.4341 
Within Groups 20.1352 145 0.1389 
Total 22.4204 149 
However, if we run a regression analysis, assuming that 
Here Y (annual return) is the dependent variable, X (P/E) is the independent 
variable, and s is the error term. Then the predicted value a Y (annual return) for a 
given X (P/E) is 
r = 0.4878+ 0.000029X 
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However, the regression relationship is not significant when confidence level 
equals 95 per cent. And the explanation power is very small. 
Table 28: Regression Statistics of P/E and Annual Return 
Coefficients Standard Error t Stat P-value 
Intercept 0.4878 0.034 14.1282 3.115E-29 
P/E 2.9E-05 6.599E-05 0.4423 0.6589 
R Square 0.0013 
Assets and annual return 
If we stratify the stocks according to their assets size, it seems that there is an 
invert relationship between total assets of a company and its annual return. The 
group with smallest assets has an average annual return of 104%, while the group 
with largest assets size has an average annual return of 44%. 
Assets and Annual Return 
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Figure 21: Assets and Annual Return 
Table 29: ANOVA Analysis of Assets and Annual Return 
Source of Variation SS Df MS F P-value F crit 
Between Groups 2.4257 4 0.6064 4.3978 0.0022 2.4341 
Within Groups 19.9946 145 0.1379 
Total 22.4204 149 
ANOVA analysis shows a significant difference among different groups. 
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Table 30: Regression Statistics of Assets and Annual Return 
Coefficients Standard Error t Stat P-value 
Intercept 0.5463 0.0382 14.2854 1.20488E-29 
Assets -2.423E-05 1.02165E-05 -2.3712 0.0190 
R Square 0.0366 
If we run a regression using model 
Y = PaP\X + e 
Here Y (annual return) is the dependent variable, X (Assets of the firm) is the 
independent variable, and s is the error term. Then the predicted value a Y (annual 
return) for a given X (Assets) is 
7 = 0.5463-0.00002423；^ 
The regression shows that there is a significant regression relationship 
between Assets and Annual Return when confidence level equals 95 per cent. 
However, the explanation power of Assets is very small, just about 3.7%. 
Market Value of A Share and Annual Return 
If we group the stocks according to the market value of their A share, we could 
see an obvious pattern that higher market value of A Share, lower annual return. The 
highest-ratio group has an average annual return of about 32%, while the lowest 
group has an average of 63%, almost double the level of the group with highest 
market value. Here, Figure 22 also shows a dramatic dependence of annual return on 
market value of A Share. 
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Market Value of A Share and Annual Return 
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Figure 22: Market Value of A Share and Annual Return 
Table 31: ANOVA Analysis of Market Value of A Share and Annual Return 
Source of Variation SS df MS F P-value Fcr i t 
Between Groups 1.55267067 4 0.388167667 2.697199386 0.03311 2.434064 
Within Groups 20.8676867 145 0.14391508 
Total 22.4203573 149 
An ANOVA analysis shows that there is significant difference among different 
groups. 
Table 32: Regression Statistics of Market Value of A Share and Annual Return 
Coefficients Standard Error t Stat P-value 
Intercept 0.5507 0.0401 13.7350 0.0000 
MV A Share -0.0000 0.0000 -2.2606 0.0252 
R Square 0.0334 
If we run a regression using model 
Here Y (annual return) is the dependent variable, X (market value of A Share 
the firm) is the independent variable, and s is the error term. Then the predicted 
value a Y (annual return) for a given X (market value of A share) is 
7 = 0.5507-0.00002336；^ 
The regression shows a significant relationship, but the explanation power is 
only 3.3%. 
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Beta and Annual Return 
Beta is a widely used indicator for systematic risk. However, if we stratify the 
stocks by Beta, we didn't find an obvious relationship between annual return and 
Beta through eyeballing. 
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Figure 23: Beta and Annual Return 
Table 33: ANOVA Analysis of Beta and Annual Return 
Source of Variation SS df MS F P-value F crit 
Between Groups 1.424671 4 0.356168 2.45975816 0.048036 2.434064 
Within Groups 20.99569 145 0.144798 
Total 22.42036 149 
An ANOVA analysis still shows a significant difference among groups. 
Table 34: Regression Statistics of Beta and Annual Return 
Coefficients Standard Error t Stat P-value 
Intercept 0.3029 0.1257 2.4101 0.0172 
Beta 0.2023 0.1289 1.5698 0.1186 
R Square 0.0164 
If we run a regression using model 
Here Y (annual return) is the dependent variable, X (Beta of the firm) is the 
independent variable, and s is the error term. Then the predicted value a Y (annual 
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return) for a given X (market value of A share) is 
7 = 0.3029+ 0.2023Z 
However, the significant regression relationship is not significant when 
confidence level is 95 per cent. And the explanation power is only 1.6%. 
Multiple Regressions 
From above regression analysis, we could see that there exist significant 
regression between annual return and B/M, total assets, and market value of A Share 
respectively. However, every variable only has very limited explanation power on 
annual return. We want to know whether we can increase the explanation power if 
we use multiple-regression since there variables have small correlation among them. 
We run the multiple-regression using model 
Here Y (annual return) is the dependent variable, Xi (B/M), X2 (P/E), X3 
(Assets)，and X4 (Market Value of A Share) are the independent variable, and s is 
the error term. 
Table 35: Regression Statistics of Multiple-regression 
Coefficients Standard Error t Stat P-value 
Intercept 0.738615683 0.075584422 9.772062 1.2E-17 
B/M -1.060836089 0.390464411 -2.71686 0.00739 
P/E 1.4515E-05 6.45605E-05 0.224828 0.82243 
Assets -8.50491E-06 1.12137E-05 -0.75844 0.44942 
Market Value of A Share -1.65779E-05 1. 05932E-05 -1.56496 0. 11977 
R Square 0. 102636346 
The predicted value of Y (annual return) for given Xi (B/M), X2 (P/E), X3 
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(Assets) and X4 (Market Value of A Share) is 
Y = 0.73861568-1.06083609X, +0.00001452^2 -0.00008505X3 -0.0000165 
Table 35 is the result of the multiple-regression. If we use only B/M, the 
explanation power is about 7.8%, but adding in other variables can only increase 
explanation power marginally to 10.3%. And here only regression between B/M and 
annual return is significant when confidence level is 95 per cent. 
These findings show that annual return has a very low level of correlation with 
Beta. Some other factors, such as B/M, assets size may have more power than Beta 
to explain the annual return of stocks. These facts are in line with Eugene and 
Kenneth's findings, namely that systematic risk is not a good predicator of 
performance of stocks but rather other factors. This fact also supports that the market 
is not perfectly efficient. 
However, the small explanation power means that it still very difficult for us to 
predict the annual returns correctly through using the variables such as B/M, firm 




Limitation of Research 
The limitations in our research include: 
1. The short history the Shanghai Stock Market. It only has about 12 years' 
history. Thus, some research results are not very convincing because of the short 
history. For example, in holiday effect, and monthly effect research, there are only 
10 data available. When we divide the history to two periods, there are only 6 data 
for the first period and four data for the second period. Thus, we cannot test the 
significance of the result. 
2. The mutual funds have at most four years' history. And up till now, there are 
only 24 funds. Thus, we cannot make any tests on the performance of mutual funds. 
3. In the research on Size, B/M, and P/E effects, we only use data in 2000. In 
other researches on this topic, they usually use data in many years in order to get a 
more convincing result. But because information release system in China is still far 
from perfect, many companies' financial reports before 2000 are difficult to find. 
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Summary 
Market efficiency is always a topic full of debates and controversial opinions. 
In this paper, we tested the efficiency of Shanghai Stock Market from different 
perspectives. Although it's still very difficult to draft a clear picture of the efficiency 
of the stock market, through these tests, we still can find some useful clues: 
1. The time serial correlation research shows that market at some time periods 
may show high efficiency while at other time periods may show high inefficiency; 
and overall, Shanghai Stock Market is evolving toward a more efficient market over 
time. 
2. Through seasonal fluctuation and holiday effect tests, we could find that 
abnormal returns occur in certain time period. For example, there exists an obvious 
Chinese New Year effect. However, because of the short history, we cannot test the 
significance of the results for most of the tests. 
3. In technical analysis, we applied two very simple but useful technical 
strategies. We find that we can get some abnormal returns using the strategies to 
speculate Shanghai Stock Index as well as A Share Index. However, the abnormal 
return is decreasing over time. This may signals that the market is becoming more 
efficient over time. 
4. Through the research on holding period return over short-horizon and long 
horizon, we could find the existence of negative overreaction in short run and 
positive overreaction in long horizon. This may signal certain degree of inefficiency 
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of the market. However, if we look at the accumulative abnormal return from listing, 
we find that there exists positive overreaction in short run and negative overreaction 
in long run. This is contradictory to the holding period return, but still strongly 
support market inefficiency. 
5. Through research on the performance of mutual funds, we find that no 
mutual fund can consistently beat the market or their peers. However, because of the 
very short history and also the very limited number of mutual fimds, the result is not 
convincing. 
6. In research on the relationship between annual return and B/M, P/E, assets 
and market value of A Share, we find that the annual return has negative relationship 
with B/M ratio (which is contrary to Eugene and Kenneth's findings), assets of the 
company, as well as market value of A Share of the company. However, the annual 
return has positive relationship with P/E ratio. From these findings, it seems the 
annual return doesn't show any obvious relationship with systematic risk (Beta). 
This phenomenon contradicts to the efficient market hypothesis, and may be an 
evident of market inefficiency. 
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APPENDIX 1 
SMALL STOCK GROUP MONTHLY RETURN SUMMARY 
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Average 
大众交通 -0.01 0.06 0.01 0.16 -0.02 -0.07 -0.08 0.12 0.01 -0.09 0.11 -0.11 0.01 
丰华股份 0.00 0.03 0.07 0.09 0.00 -0.05 -0.09 0.16 -0.00 -0.04 0.10 -0.17 0.01 
第一食品 0.08 0.06 0.01 0.03 -0.03 -0.01 -0.12 0.13 0.00 -0.03 0.10 -0.15 0.01 
H 械 I t 工 -0.02 0.04 0.03 0.09 0.00 -0.05 -0.07 0.22 0.02 0.00 0.07 -0.18 0.01 
天宸股份 0.08 0.01 0.04 0.09 -0.09 -0.14 -0.07 0.23 0.01 0.03 0.07 -0.14 0.01 
国嘉实业 -0.02 0.04 0.18 -0.11 0.03 -0.03 -0.10 0.20 -0.02 -0.03 0.06 -0.02 0.02 
ST 同 达 -0.09 0.03 0.20 -0.02 0.00 -0.07 -0.01 0.19 0,02 -0.05 0.06 -0.04 0.02 
华源制药 0.03 0.04 0.02 0.04 0.05 -0.10 -0.01 0.15 0.03 -0.04 0.12 -0.12 0.02 
交运股份 -0.03 0.04 0.10 -0.01 -0.03 -0.05 -0.08 0.20 0.00 0.03 0.03 -0.04 0.01 
上海由 P 通 -0.01 0.00 0.07 0.01 0.01 0.10 -0.17 0.21 -0.01 -0.01 0.09 -0.05 0.02 
新宇软件 -0.04 0.02 0.08 0.12 0.03 -0.00 -0.07 0.07 -0.03 0.00 0.02 -0.07 0.01 
东新电碳 0.01 0.02 0.17 0.02 -0.05 -0.04 -0.08 0.13 -0.04 0.08 0.02 -0.07 0.02 
大’江股份 -0.08 0.02 0.15 0.04 0.00 -0.05 -0.04 0.20 -0.03 -0.03 0.00 -0.07 0.01 
辽源得亨 -0.05 0.06 0.09 0.02 0.10 -0.02 0.04 0.05 -0.01 0.01 0.00 -0.11 0.02 
天顿科技 -0.03 0.07 0.08 0.11 -0.00 0.08 -0.02 -0.09 -0.02 0.03 0.00 -0.08 0.01 
雄)t 集团 0.02 0.02 0.12 0.01 0.14 0.01 0.03 -0.04 -0.01 0.06 -0.02 -0.07 0.02 
ST 康 赛 0.06 -0.01 0.08 -0.08 0.11 0.04 -0.05 -0,02 -0.03 0.05 0.04 -0.05 0.01 
新亚股份 -0.02 0.09 0.10 0.04 0.02 0.04 -0.13 0.00 -0.02 -0.03 0.06 -0.09 0.00 
浪潮软件 0.01 -0.07 0.44 0.02 -0.02 0,02 -0.05 -0.05 -0.07 -0.01 0.04 0.04 0.02 
烟台发展 -0.03 0.03 0.13 -0.10 0.06 0.11 -0.05 0.00 -0.03 -0.04 0.01 -0.01 0.01 
ST 南华通 0.10 -0.04 0.07 -0.10 0.04 0.05 -0.03 -0.05 -0.03 0.02 0.02 0.04 0.01 
西藏金珠 -0.02 0.03 0.07 0.03 0.08 0.01 -0.06 -0.09 -0.04 -0.03 0.07 0.00 0.00 
汉商集团 -0.01 0.01 0.10 -0.06 -0.01 0.06 -0.06 -0.02 0.05 -0.03 0.03 -0.05 0.00 
宏盛科技 -0.03 0.15 0.10 0.01 -0.06 -0.04 -0.08 0.19 0.03 -0.00 0.04 -0.07 0.02 
耀皮玻璃 -0.02 0.00 0.05 0.01 -0.01 0.01 -0.01 0.08 0.02 -0.01 0.02 -0.05 0.01 
益民百货 -0.00 -0.01 0.05 0.09 0.02 0.01 -0.09 0.14 -0.05 -0.04 0.01 -0.05 0.01 
南城 f t 庙 -0.02 0.02 0.10 0.15 0.01 -0.06 -0.06 0.16 -0.04 -0.03 0.08 -0.06 0.02 
上海九百 0.01 0.01 0.15 0.05 -0.11 -0.03 -0.09 0.19 -0.04 0.07 0.03 -0.07 0.01 
浙江创业 0.00 0.02 0.09 -0.01 0.10 -0.05 -0.07 0.18 0.00 0.03 0.04 -0.09 0.02 
博端传播 0,06 -0.00 0.13 0.05 -0.00 0.13 -0.02 -0.11 -0.04 -0.02 0.18 -0.10 0.02 
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APPENDIX 2 
LARGE STOCK GROUP MONTHLY RETURN SUMMARY 
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Average 
ST 兴 业 0.02 0.02 0.01 0.05 0.25 0.06 -0.14 0.16 -0.02 0.01 0.06 -0.15 0.03 
金杯 i气车 0.05 0.01 -0.01 0.08 -0.05 0.02 0.02 0.08 -0.06 0.01 0.03 -0.17 0.00 
广电信麽、 -0.04 0.06 0.10 0.07 0.06 0.01 -0.07 0.13 0.06 -0.03 0.01 -0.11 0.02 
浦东金桥 -0.02 0.03 0.05 0.26 -0.05 0.04 -0.10 0.14 -0.03 -0.01 0.08 -0.09 0.02 
兆维科技 -0.02 0.04 0.22 -0.05 0.06 0.06 -0.03 0.10 -0.06 -0.03 0.02 -0.09 0.02 
陆 家 - 0 . 0 4 -0.01 0.06 0.01 0.04 0.11 -0.07 0.15 0.02 -0.02 0.05 -0.10 0.02 
沪昌特钢 -0.03 -0.00 0.11 0.05 -0.05 -0.04 0.09 0.18 -0.02 0.01 0.03 -0.14 0.02 
太极实业 0.00 -0.01 0.07 0.02 0.01 0.01 -0.06 0.14 -0.01 0.04 0.02 -0.11 0.01 
鞍山合成 -0.04 0.03 0.06 0.03 0.07 0.05 -0.04 0.24 -0.07 0.03 0.01 -0.12 0.02 
英豪科教 -0.01 0.03 0.08 0.06 -0.03 0.06 0.00 0.22 -0.04 -0.01 0.01 -0.08 0.02 
航天中汇 0,05 0.00 0.06 0.06 0.07 0.03 -0.02 0.18 -0.01 -0.04 -0.03 -0.14 0.02 
广船国际 0.00 -0.01 0.06 -0.02 -0.00 0.05 -0.04 0.26 -0.06 0.00 -0.00 -0.05 0.01 
大商股份 0.01 0.04 0.06 -0.04 0.01 0.01 -0.05 0.20 -0.00 -0.03 -0.02 -0.07 0.01 
中大股份 0.00 -0.00 0.06 0.03 0.04 0.06 0.00 0.01 -0.06 -0.01 -0.04 -0.03 0.01 
祁 连 山 0.02 -0.00 0.01 -0.07 0.02 0.02 -0.03 -0.01 -0.08 0.16 0.06 -0.00 0.01 
鲁北化工 -0.00 -0.05 -0.00 0.06 -0.01 0.03 -0.07 0.01 0.02 0.01 0.02 0.04 0.00 
巴 士股份 0.04 -0.01 0.08 0.05 -0.17 0.14 -0.04 -0.03 0.04 0.02 0.03 -0.06 0.01 
天洋海运 -0.02 -0.01 0.08 0.01 0.02 0.11 -0.02 -0.07 -0.08 0.01 0.05 -0.03 0.00 
力源液压 -0.04 -0.01 0.12 0.08 -0.06 0.00 -0.02 -0.00 -0.01 0.06 0.03 -0.07 0.01 
鲁银投资 0.03 0.04 0.07 0.03 0.00 0.12 -0.04 -0.06 -0.02 -0.03 -0.03 -0.09 0.00 
东方锅炉 -0.06 -0.02 0.09 0.01 0.04 0.03 -0.02 0.07 -0.09 -0.01 0.05 -0.10 -0.00 
达 尔 曼 -0.02 -0.03 0.10 -0.09 0.01 0.05 -0.10 -0.05 -0.06 0.05 0.06 0.00 -0.01 
天潭磁卡 0.03 0.01 0.13 0.01 -0.05 0.05 -0.11 0.09 -0.02 0.07 0.02 -0.02 0.02 
华北制药 0.03 0.00 0.08 -0.01 -0.05 0.06 -0.06 0.34 -0.06 -0.02 -0.00 -0.07 0.02 
鞍山信托 -0.02 0,05 0.02 0.12 0.09 -0.02 -0.09 0.12 0.01 -0.01 -0.01 -0.09 0.02 
ST 北特钢 -0.03 0.05 0.08 0.02 0.05 0.01 -0.03 0.22 -0.05 0.01 0.01 -0.10 0-02 
王 府 井 -0.00 0.02 0.07 0.02 0.01 0.04 -0.03 0.07 -0.04 -0.05 0.02 -0.07 M l 
星湖科技 0.03 0.02 0.04 0.02 0.11 0.01 -0.12 0.01 -0.07 -0.05 0.04 -0.01 ^训 
亚泰集团 0.03 0.04 0.09 0.03 -0.08 0.09 -0.10 -0.01 -0.04 -0.02 0.06 -0.09 ^观 
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APPENDIX 3 
SAMPLE STOCKS FOR ANALYSIS ON RETURNE OVER 
SHORT HORIZON AND LONG HORIZON 
1 I S T 棱 光 I 12 中大股份 23 鲁银投资 
2 三 爱 富 13 南宁百货 24 马钢股份 
3 中远发展 14 祁 连 山 25 厦工股份 
4 外 高 桥 新太科技 26 世茂股份 -
5 ^ 27 甬城 
6 强生控股 17 ^汽四环 一 28 ^ 四 川 长 虹 ^ 
7 ^ IS M g g ^ 29 万里电池 
8 交运股份 19 浪潮软件 30 春兰股份 
9 宁波华联 20 S T中燕 31 内蒙华电 
10 青岛海尔 21 综艺股份 32 伊利股份 
11 欧亚集团 22 新潮实业 33 广钢股份 
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APPENDIX 1 
ANNUAL RETRUN OF MUTUAL FUNDS 
Annual Return 1998 1999 2000 2001 
基金金泰 -0.2194 - 0 . 0 4 1 3 0 . 1 5 1 3 -0.2857 
基金泰和 -0.1545 0.0660 -0.1593 
基金安信 -0.2278 0.1220 0.1111 -0.2364 
基金汉盛 0.0490 0.1239 -0.2713 
基金裕阳 -0.1168 0.1475 0.0694 -0.3590 
基金景阳 -0.5649 0.1524 -0.1736 
基金兴华 -0.4424 0.0826 -0.0507 -0.1866 
基金安顺 -0.0463 0.2212 -0.1094 
基金金元 -0.2353 -0.1466 
基金金蹇 -0.0097 0.1471 -0.1017 
基金安瑞 — -0.2353 
基金汉兴 0.0680 -0.1858 
基金裕元 -0.8154 0.2286 -0.2290 
基金景业 — 0.1196 
基金兴和 -0.1130 0.1456 -0.1333 
基金普润 -0.1926" 
基金金鼎 -0.2857 -0.1488 
基金汉鼎 -0.0476 -0.1871 
基金兴业 -0.1780 
基金科讯 -0.2061 
基金汉博 -0.1875 -0.1102 
基金通乾 -0.0476 
基金同德 -0.1318 
Shanghai stock index -0.0397 0.1523 0.4949 -0.2048 
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APPENDIX 1 
ANNUAL RETURN, B/M, P/E, ASSETS, MARKET VALUE 
OF A SHARE, AND BETA OF 150 STOCKS 
~ r r ~ Yearly 耐 et 
Stock B/M P/E Assets Value of A Beta 
return 
Share 
海信电器 0.28 0.24 46.07 2,720 1,761 0.93 
浙江富润 0.6 0.17 51.66 420 ^ ^ 
金花股份 0.24 0.22 42.23 1,034 1,476 ^ 
啤 酒 花 0.65 0.11 43.98 1,171 [ 
清华同方 0.22 0.15 71.45 5,291 7,313 1.39 
长春热缩 0.9 0.13 62.05 531 1,005 0.84 
浙江东方 0.29 0.11 60.61 1,318 3,560 0.82 
巨化股份 0.29 0.20 43.52 1,871 1,229 1.17 
上海建工 0.45 0.31 29.48 5,126 1,857 0.97 
九发股份 0.23 0.18 61.52 936 
锦少 1、丨港 0.54 0.15 99.93 2,288 8M ^ 
江苏吴中 0.82 0.13 63.73 695 1,226 1.04 
紫江企业 0.57 0.15 42.32 2,169 6,419 0.57 
青岛啤酒 0.31 0.22 100.85 6,995 ^ 
ST 中坊机 0.96 0.00 1320.00 831 340 ^ 
天宸股份 0.45 0.09 115.55 998 ^ ^ 
龙头股份 0.14 0.21 33.95 3,972 2,021 ！ ^ 、 
联通国脉 0.72 0.12 146.65 1,360 
新 锦 江 0.78 0.20 1286.36 1,878 538 1.02 
福耀玻璃 1.66 0.08 38.64 1,382 1,855 ^ 
ST 髙斯达 0.91 0.07 63.85 316 1,170 0.89 
上海邮通 1.1 0.07 278.35 1,177 
青岛海尔 029 0.24 28.00 4,035 11,859 1^ 19 
数码测绘 1 31 0.09 76.90 W OW 
祁 连 山 0.64 0.16 55.20 808 0.84 
中国高科 0-26 0.10 108.24 
山西焦化 0.47 0.21 61.53 ^ ^ 
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综艺股份 -(MS 0.09 67.86 973 2,257 1.86 
通 宝 能 源 0.55 0.21 42.00 973 ^ 
轻 妨 城 0.4 0.28 40.51 2,678 2,388 
天津磁卡 0.05 0.12 80.43 2,336 4,238 
神马实业 0.56 0.54 55.82 3,963 ^ 
隨道股份 0.29 0.25 34.16 4,432 1,877 0.88 
甬城隍庙 0.13 0.17 53.22 601 1,960 0.22 
浙 江 创 业 0.81 0.08 94.33 328 ^ 
华东电脑 0.64 0.07 170.78 529 852 1.08 
北人股份 0.86 0.19 94.57 1,357 610 
博瑞传播 0.38 0.07 205.90 345 2,680 0.58 
长春长铃 2.02 0.14 74.35 1,198 2,075 0.89 
武钢股份 0.4 0.34 18.70 1,198 2,022 0.88 
大庆联谊 0.61 0.30 102.67 1,379 2,645 0.96 
新疆天业 0.62 0.30 39.79 2,190 1,493 1.20 
同 仁 堂 0.19 0.17 38.02 1,676 1,394 0.85 
哈 高 科 0.06 0.20 168.97 1,646 3,447 1.13 
永鼎光缆 0.29 0.16 233.00 994 1,223 1.20 
东方航空 0.44 0.21 1365.85 26,986 1,680 0.98 
铁 龙 股 份 0 0.17 37.10 866 779 0.96 
乐 凯 胶 片 -0.08 0.15 30.49 1,110 2,418 1.33 
四维瓷业 0.82 0.14 67.31 601 866 0.50 
宝硕股份 -0.01 0.19 51.16 1,796 4,235 0.67 
宁夏恒力 0.93 0.12 71.14 779 1,122 1.10 
宝 华 实 业 -0.19 0.16 135.93 648 642 0.71 
海 星 科 技 0.17 0.11 231.98 808 0.94 
中牧股份 0.74 0.17 52.13 1,422 ^ ^ 
山东锅业 0.91 0.16 18.79 2,462 ^ 0.92 
长 春 经 开 0.05 0.27 38.43 2,156 1,625 0.64 
轻 工 机 械 0.4 0.08 466.25 616 448 1.05 
丰华股份 0.54 0.21 1365.00 822 889 0.96 
大众科创 0.61 0.16 54.53 1,790 3,777 0.88 
望 春 花 0.99 0.11 73.43 678 1,365 
豫 园 商 城 0.54 0.28 53.91 3,439 5,519 0.99 
沪昌特钢 0.28 0.20 508.33 1,587 ^ ^ 
中华企业 0.31 0.19 55.16 3,578 ^ 
大江股份 0.75 0.09 1256.67 2,163 10,199 0.84 
北亚集团 0.68 0.12 66.50 1,473 ^ 
松 辽 汽 车 1.04 0.09 76.82 653 1,071 0.78 
云维股份 0.43 0.21 73.96 380 533 0.74 
兰 陵 陈 香 0.83 0.16 91.74 425 1,013 0.97 
厘门国贸 0.26 0.27 586.19 1,489 1.07 
南 京 熊 猫 0.66 0.06 91.90 2,456 0.94 
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新华百货 0.86 0.17 45.39 ^ 1^ 08 
国电电力 0.66 0.25 57.20 8,513 4,046 0.79 
悦达投资 0.35 0.35 36.95 3,545 2,813 0.99 
厦工股份 0.75 0.25 153.58 1,110 821 0.85 
华联超市 1 0.02 111.47 1,184 797 0.93 
上菱电器 0.82 0.29 32.52 7,060 2,832 0.98 
百大集面 0.9 0.20 55.75 1,378 1,509 0.92 
东方电机 0.43 0.20 1939.22 2,397 905 0.93 
张江高科 0.67 0.10 63.13 1,430 2,083 1.20 
上海机场 0.01 0.32 24.81 7,650 510 0.79 
古越龙山 0.23 0.26 35.96 1,444 1,181 0.92 
银鹤投资 0.08 0.19 317.86 913 3,307 1.01 
人福科技 0.36 0.11 71.97 518 1,336 1.08 
特变电工 -0.26 0.18 47.11 1,817 4,401 0.50 
林海股份 0.94 0.21 312.86 578 2,399 0.85 
长江投资 0.34 0.14 112.81 787 778 1.07 
太极集团 0.75 0.12 118.45 1,972 6,941 1.02 
鼎天科技 0.45 0.08 149.33 530 790 0.93 
邢台乳無 0.73 0.22 74.47 9,567 637 0.77 
宁城老窖 0.68 0.17 84.00 757 917 0.92 
太原重工 0.41 0.25 64.96 1,485 1,316 1.16 
漂化股份 0.37 0.26 150.49 1,739 918 0.76 
吉林森工 0.36 0.30 34.35 1,661 1,291 1.01 
金牛实业 0.08 0.18 49.56 1,414 1,369 0.74 
罗顿发展 -0.29 0.18 47.29 918 2,921 0.36 
新农幵发 0.65 0.09 44.22 1,296 1,206 ^ 
金杯汽车 0.44 0.28 29.56 5,473 7,397 0.90 
海立股份 0.75 0.14 92.61 2,678 331 ^ 
ST 棱 光 0.24 0.17 133.86 2,741 9,435 1.10 
原水股份 0.17 0.28 39.14 7,051 4,829 1.00 
神龙发展 1.78 0.07 56.95 1,680 796 0.84 
鞍山合成 0.17 0.10 125.67 993 878 0.90 
风 i l l 股份 1.33 0.10 362.73 1,759 527 
上海三毛 0.44 0.15 51.25 1,031 1,140 0.17 
辽源得亨 0.44 0.14 39.93 567 842 0.95 
生态农业 0.31 0.26 17.49 2,838 3,390 0.93 
大连热电 0.52 0.24 43.77 1,200 999 1.00 
重庆百货 0.12 0.10 47.52 1,023 841 0.59 
辽宁成大 0.06 0.18 34.07 1,277 5,905 0.86 
西藏圣地 0.64 0.06 227.35 204 1,510 0.85 
祥龙电业 0.44 0.24 187.83 1,200 3,931 0.78 
全兴股份 -0.33 0.11 33.90 1,680 1,989 0.61 
鲁抗医药 0.63 0.30 63.63 2,270 1,609 0.91 
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科禾Ij 华 -O-ie 0.11 53.71 13,399 ^ 
山西汾酒 0.65 0.18 340.34 1,139 4.273 0 
天鹅股份 1 02 0.21 33.72 1,001 522 1.00 
四川长虹 •0.07 0.49 94.46 16,605 11,683 1.23 
上海医药 -0.43 0.27 15.16 3,535 1,540 0.25 
王 府 井 0.43 0.38 114.74 2,917 1,775 1.10 
青海三普 0.61 0.11 192.75 379 1,850 1.03 
火箭股份 0.23 0.09 56.02 883 1,941 1.30 
南京化纤 0.54 0.24 46.96 618 1,897 0.85 
信联股份 0.24 0.16 48.57 805 923 0.85 
院维高新 0.46 0.20 55.70 1,198 1,180 0.94 
禾嘉股份 0.52 0.10 85.12 722 738 1.04 
青山纸业 -0.13 0.32 28.95 2,390 3,074 0.85 
浙江东 0 0.46 0.18 127.31 436 662 0.82 
东湖高新 0.48 0.12 95.69 1,516 1,439 0.77 
厦门建发 0.27 0.23 56.57 3,305 1,584 0.64 
福建南纸 0.37 0.28 56.00 2,481 1,172 0.80 
兴业房产 0.2 0.12 835.00 1,146 3,251 1.13 
永生数据 0.84 0.10 487.11 530 3,242 1.08 
轮胎像胶 0.92 0.17 52.42 1,384 2,601 0.83 
爱建股份 0.23 0.33 43.81 2,611 3,972 1.03 
华晨集团 -0.08 0.17 25.44 3,531 5,741 0.97 
陆 家 嘴 0.16 0.14 1097.14 7,585 28,688 0.97 
成量股份 0.9 0.07 1424 339 648 ‘ 1-01 
宁波华联 0.76 0.10 357 884 2,134 1.00 
东百集团 0.63 0.16 227.89 782 939 1.26 
南京医药 0.57 0.16 58.68 1,229 764 1-00 
单商场 0.56 0.26 55.18 1,554 1,341 1.59 
前锋股份 0.74 0.05 227.38 446 2,166 0.96 
西藏金珠 0.77 0.18 72.56 388 681 0.97 
四砂股份 0.3 0.14 4664 643 757 1.04 
宜宾纸业 0.48 0.10 131.85 804 1,652 1.02 
威远生化 0.56 0.19 70.55 586 933 0.88 
上工股份 0.78 0.14 127.05 1,325 275 1.06 
内蒙华电 0.51 0.36 30.12 3,770 1,475 1.11 
西藏明珠 1.34 0.14 358.89 439 842 0.94 
富邦科技 0.03 0.07 179.31 201 494 0.88 
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